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**MR. HINKLEBY DOESN'T BELIEVE IN 
PRE-FABRICATED SWITCHBOARDS 
When I-T-E first pioneered with steel 


enclosed switchgear, the movement w 
started which has won over nearly all m 


—— “= like Hinkleby. Most switchgear now 

SSS factory assembled, shipped in units rea 

SSS to install, and much of it is by I-T-E. 
|-T-E CIRCUIT BREAKER CO. 
AIR CIRCUIT BREAKERS AND SWITCHGEAR 
19th & HAMILTON STREETS, PHILADELPHIA, PA. 
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BARBER REGULATORS FOR GAS ECONOMY 
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ITH a widespread program of gas conservation en- 

dorsed and urged by Federal authorities, the importance 
of a reliable gas pressure regulator is today emphasized more 
than ever. Gas companies and gas service operators are be- 
hind this program, for natural as well as Butane-Propane and 
bottled gases. The country over, they are advising their cus- 
tomers as to the effective use of all types of gas fuel, and 
avoidance of waste. Barber Gas Pressure Regulators are a 
prime instrument in this campaign and you can safely recom- 
mend them to all consumers, either for installation on indi- 
vidual appliances, or on the service supply line. 


Barber Regulators are quality built throughout, with bronze bodies, 
brass working parts, phosphor bronze springs. Diaphragms are free from 
shrinkage, non-deteriorating, highly flexible. For Butane-Propane or bottled 
gases, especially treated diaphragms are supplied. Make it a rule to 
advise the use of Barber Regulators on all appliances which you install or 
sponsor. 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


BARBER -actin: REGULATORS 


arber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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Fel Ls is guaranteed 


in save you TIME and WORK and repair expense 


UNCONDITIONAL GUARANTEE 


If this Housing ever 
Breaks or Distorts we 
will replace it Free 


COPE. 1937 
THE RIDGE TOOL CO, 
ELYRIA, O. 
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Rigaip is made also in End Pat- 
tern, 6” to 36”, for pipe against 
flat surfaces, in tight places. 


SK any of the mil- 

lions of Riwein Pipe 
Wrench users — they'll 
tell you these tools are 
practically never out of 
service ... no lay-up 
for housing repairs, no 
expense, no delays. And 
so much easier to use. 
Quick-gripping sure- 
grip chrome molybden- 
um jaws, heel-jaw re- 
placeable, hook-jaw 
with handy pipe scale. 
Adjusting nut in open 
housing spins easily to 
size. Strong I-beam 
handle, easy to the 
hand. Sizes 6” to 60”. 
At your Supply House. 


THE RIDGE TOOL CO. 


ELYRIA, OHIO 


Rica’ - 
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Pages with the Editors 


—- GH the Federal government keeps 
warning us that we must keep our minds 
on the war effort and that we must stop, or at 
least cut down on, day dreaming about post 
bellum affairs, we continue to hear stories 
from time to time about the important role the 
airplane will play when peace comes again. 
Perhaps predictions or outright pipe dreams 
would be better descriptions of some of these 
tales. 


But who hasn’t heard, for example, yarns 
about the flying automobile, now said to be in 
perfect blue-print stage in the desk drawer of 
somebody or other, just waiting for an oppor- 
tunity to go into production. Then there are 
the yarns about the flying freight trains with 
their glider trailers and the amphibian hotels, 
and so forth. 


It is difficult and probably futile to attempt 
to separate sense from fancy in these brave 
prognostications. But certainly it should not 
take much of a prophet to see that the war is 
going to give the airplane its real start as a 
large-scale industrial development in the days 
that follow the war. But what about commer- 
cial aviation? What plans are being made for 


SELIG ALTSCHUL 


Air lines are more proportionately converted 
to war effort than any other public utility. 


(SEE Pace 135) 
JULY 30, 1942 


ALFRED V. ROBERTS 


A workable regulatory short cut qualifies as a 
war contribution. 


(SEE Pace 157) 


it? What regulatory rules are being framed 
even now by the Civil Aeronautics Board? 


In the first of a 2-part article beginning in 
this issue, SELIG ALTSCHUL sketches the picture 
of the civilian air lines under the shadow of 
war emergency. Mr. ALTSCHUL is the financial 
editor of Aviation magazine and a regular con- 
tributor on matters of aviation to a number of 
business publications. He is a graduate of 
Northwestern University and a resident of 
Chicago. He recently won the award for the 
best aviation writings in magazines during 
1941. The contest was sponsored by Trans- 
continental & Western Air, Inc. 


* 


jes H. Cortins, well-known business 
writer now residing in Hollywood, is the 
author of the article about California’s un- 
usual approach to the war transit problem (be- 
ginning page 143). Of course, California 
would have to be unusual not only i in its traffic 
problem but in the approach to it. Probably no 
other state in the United States, or for that 
matter the entire world, has workers who, in 
large numbers, heretofore used private auto- 
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RILEY STEAM GENERATING UNIT 


ANOTHER RILEY UNIT 
or 
COMMONWEALTH & SOUTHERN CORPORATION 


1/ me 


| HN) Ea 
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SOUTHERN INDIANA GAS & ELECTRIC CO., EVANSVILLE, IND. 
Commonwealth & Southern Corporation 
225,000 /bs. steam/hour, 900 lbs. design pressure 900° F steam temp. 
87.5% Efficiency. 
Riley Boiler, Superheater, Steam Temperature Control, Economizer, 
Air Heater, Water Cooled Furnace, Steel Clad Insulated Setting. 


Fired by Riley Pulverizers & Burners. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
8T. LOUIS CINCINNATI HOUSTON CHICAGO ST. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


pe - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
RIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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8 PAGES WITH THE EDITORS (Continued) 


mobiles to transport them distances of 40 and 
50 miles between their homes and places of 
employment. The rubber shortage is changing 
all that, but naturally the change is requiring 
some regulatory imagination and hard think- 
ing on the part of the transit industry. 


INCIDENTALLY, California can probably lay 
claim to the world’s first public railway system 
which is operated exclusively for passengers 
who have to be identified by badges. (See 
page 184.) Maybe Robert L. ( Believe-It-or- 
Not) Ripley can dig up an earlier example 
from his great storehouse of rarae aves. But 
unt 1 Ripley or some other connoisseur of ob- 
scure phenomena challenges the award, we give 
California, or more specifically San Diego, the 

palm for exclusive common carriage. 


¥ 


A NEWCOMER to these pages is ALFRED V. 
Roperts, whose article on the impact of 
the war on the utility rate of return begins on 
page 157. The war must be very real to Mr. 
Roserts, who has been a member of the tech- 
nical staff of the Hawaiian Public Service 
Commission since 1939, and was in Honolulu 
during the attack on Pearl Harbor—is still 
there, in fact. Mr. Roperts was born (1887) 
and educated in England. He came to the new 
world in 1908 and took up civil engineering in 
1913. Since then he has been very active in this 
profession, specializing in engineering design, 
both in steel and concrete. 


HE wrote a report on the Honolulu water- 
works for the territorial legislature in 1929, 
which brought him into contact with the reg- 
ulatory—as distinguished from engineering— 
phase of utility operation. He is an American 
citizen and a member of various engineering 
associations. 


FRANK M, PATTERSON 


The arteries of American ore supply are the 
Allied war Itfe line. 


(SEE Pace 151) 
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JAMES H. COLLINS 


As usual, California possesses the unusual— 
even in tts transit problem. 


(SEE PAGE 143) 


W HEN we read of ships in the St. Law- 
rence being torpedoed by U-boats, we 
wonder what became of that argument to the 
effect that the completion of the St. Lawrence 
seaway would provide a safe waterway for Al- 
lied shipments to Europe for nearly one-third 
of the trip. Indeed, the audacity of, the U- 
boats is becoming so pronounced that it would 
not surprise us to see one of them pop right 
up in the Chesapeake bay. Remember the 
Deutchland, which anchored in Baltimore, as 
brazen as you please, one fine day back in 1916, 


BE that as it may, the importance of inland 
waterways as a protection against oceanic and 
coastal torpedoing and bombing has a deserved 
place in the limelight just at present. The sub- 
ject is complicated by the problem of deciding 
which inland waterway. In this issue (begin- 
ning page 151) Frank M. Parrerson, Chicago 
consulting engineer, who has written a number 
of articles on inland waterway transportation, 
discusses the pressing and delicate responsi- 
bility of keeping the ore shipments moving be- 
tween mineral fields of the Northwest and the 
steel mills of the East and Middle West. 


* 


Lso featured in this issue (beginning page 

162) is an important statement of policy 

of the Office of Production Management re- 

garding utility rates, written by the utilities 
counsel of that agency, Harry R. Booru. 


THE next number of this magazine will be 
out August 13th. 


Mae ChleEGruee 
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JUST OFF The record equipment presented in this new manual should be of 
exceptional interest to every Public Utility executive. These war- 
time alternate products are available without priority, although 


TH » PRESS every item is designed and built for long term, permanent use. 


Fully illustrated in color, this 24-page book is complete with prices 
and specifications. A copy will be delivered to your desk promptly 
upon request. There is no charge—and no obligation, of course. 
Remington Rand Inc. Public Utility Dept., Buffalo, N. Y. 

A 


.EMINGTON RAND INC. 


ACCOUNTING PHOTOGRAPHIC SYSTEMS TABULATING TYPEWRITERS SUPPLIES 














Adding Dexigraph Kardex Punches Noiseless Carbon Paper 


Calculating Film-a-record Safe-Cabinets Sorters Standard Ribbons 


Bookkeeping 











Portagraph Filing Cabinets Tabulators Portable Duplicator Stencils 
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VULCAN 


SOOT BLOWERS 


Last fall a check was made 
by Vulcan engineers on a soot- 
blower unit installed 4 years 
before in a twin furnace steam 
generator job at Oil City, Pa. 


The engineers found that 
the unit had completed its 4th 
year of operation without one 
instance of servicing, repair, 
or maintenance having been 
required. 


Because of the advance de- 


sign of this boiler, involving 
new features in soot-blower 
design and construction, 
Vulcan engineers had inspect- 
ed the installation regularly 
for many months. But the en- 
gineering was sound. No trou- 
ble of any sort developed. Op- 
erators reported perfect clean- 
ing, reasonable cost — and 
VULCAN Soot Blowers were 
again specified on a duplicate 
steam generator installation! 


Write for Details Today 


SOOT BLOWERS 
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Connecticut Light & Power 
Company. 
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EpiroriAL STATEMENT 
The Wall Street Journal. 


RayMonpD MoLey 
Writing for The Wall Street 
Journal, 


Georce A. PAppock 


U. S. Representative from Illinois. 


WIiLLiAM P. WITHEROW 
President, National Association 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MOoNnNTAIGNE 








“In times like these even a private business is a public 
trust.” 


a 
“TVA has operated on a business basis. It has kept free 
of politics.” 
ae 


. it would be rash to assume that the transmission 
of electric energy for motors, heaters, and lights will 
never be freed of the limitations of present-day transmis- 
sion lines.” 


“ 


¥ 


“The interval between the two World wars of our 
generation is a period that we shall not look back upon 
with much pride. It is a sad and gloomy record of lost 
opportunities, of blighted hopes, of chronic chaos.” 


¥ 


“... the presumptions are against giving any enterprise 
of long-deferred results a priority over activities of more 
direct war connection, so long as we have neither men nor 
steel nor lumber to spare. If more canals are ever to be 
dug, the time is not now.” 


¥ 


“Candidates who can speak clearly and convincingly on 
this inflation muddle will get hearing. Those who can’t had 
better watch out. All the fence-mending and baby-kissing 
in the world won’t help them when the inflation issue ex- 
plodes under them.” 


¥ 


. unnecessary or duplicating reports to government 
agencies are costing American business many millions 
annually. In peace time this is an unjustified and burden- 
some form of taxation. Under present conditions, such 
waste of time and money is a dangerous interference with 
our war effort.” 


“ 


¥ 


“Whatever happens on this [40-hour week suspension 
for duration], industry and labor are marching side by 
side down this road to victory. We need just a little more 
confidence and trust in one another instead of too much 
public maneuvering for a favorable public position. We 
are fighting the Axis—not each other.” 


12 
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Today—when speed is so essential in 
obtaining vital accounting, figuring 
and statistical records—Burroughs is 
helping users to get the maximum 
speed, as well as utility and long life, 
out of their Burroughs equipment. 


Up-to-date technical information 
about the application of Burroughs 
machines to all types of accounting 
work is available to the nation’s 


accountants as well as to Burroughs 
users, 


BURROUGHS ADDING MACHINE CO. 
DETROIT, MICHIGAN 


Burroughs 


MATERIAL CONTROL . 
PRODUCTION RECORDS 
COST RECORDS... . 
PAYROLL RECORDS. . 


EARNINGS CALCULATION 
AND ACCRUAL... . 


PURCHASE AND © 
PAYMENT RECORDS 


EXPENSE DISTRIBUTION . 
are 
BUDGETARY CONTROL 
BILLING 


New Information on These 
Subjects Now Available 
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14 REMARKABLE REMARKS—( Continued) 


ARCHIBALD MacLeIsH 
Director, Office of Facts and 
Figures. 


Joun W. Baraicer, III 
Associate director, division of rail- 
way transport, Office of Defense 
Transportation. 


Miro PerkKINs 
Executive director, Board of 
Economic Warfare. 


LELAND OLDS 
Chairman, Federal Power 
Commission. 


EpITorIAL STATEMENT 
The Courier Journal 
(Louisville, Ky.). 


Excerpt from resolution adopted by 
the Chamber of Commerce of 
the United States. 


Rosert S. Lynp 
Professor of Sociology, Columbia 
University. 
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“The real battlefield of this war is the field of Amerj- 
can opinion. No one knows it better than our enemies” 


> 


“There is only one elusive advantage to be sought in 
Federal control [of railroads], and that is the right to 
disregard certain competitive and regulatory restrictions 
and to shift equipment, other than freight cars which are 
already in a national car pool, to railroads and other sec- 
tions of the country where they are more urgently 
needed.” 


¥ 


“Tf we take all that can be produced at the end of this 
war and divide it among the people who will be alive to 
share it, we shall be within reach of a very good standard 
of living for the first time in all history. That will be the 
most important material thing that has happened to the 
human race since the discovery of fire and the invention 
of the wheel.” 


> 


‘... if private utilities learn once again to compete, if 
they lose their complacency, and go allout to demon- 
strate their right to continue to handle a portion, a con- 
siderable portion, of the country’s electric business, if they 
accept their business as a social responsibility, then I 
foresee a real future for private operation as an Ameri- 
can institution.” 


‘ 


¥ 


“TVA has been immensely valuable to its region, and, 
continuing on its present lines, can be simply invaluable. 
It has labored in less than a decade more intelligently and 
more effectively in behalf of the South’s crying need— 
equality of economic opportunity in the nation—than have 
Mr. McKellar and other Southern statesmen like him 
during all of his thirty-one years at Washington.” 


¥ 


“The right to strike should never exist against govern- 
ment—Federal, state, or local. The right to strike should 
not be exercised against any public service until due pre- 
cautions have been taken to safeguard services upon 
which the community is dependent. When the nation is 
at war, the national interest would be served if the exer- 
cise of the right to strike were voluntarily suspended by 
all workers.” 


¥ 


“... labor does not have to be persuaded to join up 
and go all out for things. Contrary to the tradition by 
which we have lived, people are not inert; they do not 
require to be coaxed into action. They are naturally and 
inveterately active, rarin’ to go; they need no persuasion 
to participate in things—if given a chance to do some- 
thing that seems like genuine sense to them. But the sense 


must be theirs, not Washington’s or just the employer’s.” 
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METAL HOUSE 


ONE RESPONSIBILITY SEGREGATED B 


for the building of and application of equipment to 


COMPLETE SUBSTATIONS—correctly designed, struc- ° 
turally and electrically, from single line wiring diagrams. 

Designers plan for rigidity, to withstand strains and assure AUTOMATIC 
alignment of equipment; economy, to omit excess parts and THROW-OVER 
provide efficient bus layout; flexibility, to meet future re- EQUIPMENT 
quirements. Speedy, orderly shipments, eliminate erection 

delays. Complete comprehensive proposals are proof of e 


R&IE understanding of your problem. 
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AILWAY ano INDUSTRIAL ENGINEERING CO. 
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e Whatever the demands of the gas in. 

dustry may be, Connelly is equipped 
to meet them. With our new laboratory for scientific 
testing of purification materials and greatly increased 
facilities forthe’ luction of Iron Sponge, Governors, 
Regulators, Ba. Pressure Valves and other equip. 
ment for gas purification and control, Connelly is at 
your service, ready for any emergency. 


Under the able management of Mr. A. L. Smyly, pio 
neer in gas purification and pressure regulation, this 
organization has continued its leadership in the field, 
and the fact that Connelly products are standard in 
hundreds of the leading gas plants of the country is 
indicative of the service rendered. 


@ Mr. A. L. Smyly 
President 
Connelly Iron 


Sponge & 
vernor Co. Cmmad 
IR 
IRON SPONGE and GOVERNOR Company Speco" 
CHICAGO, ILL. ELIZABETH. N. J NGe 
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SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 


For Manufactured, 


Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport, Conn. 
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e 1ES YOUR INSULATION INVESTMENT 
PAY A FULL RETURN? 


i 


FOR TEMPERATURES UP TO 600° F., 
you save by using J-M 85% Mag- 
nesia. For years the standard ma- 
terial for insulating power-plant 
equipment and steam lines, it com- 
bines light weight with _ —mamaaaiaad 
high insulating efficiency. _ - 


FURNACES where insulation is 


quired to resist temperatures up 
p 1900° F., J-M Superex is widely 
ognized as the most efficient 
lock insulation available today. 
Hundreds of installations prove its 
ong life and low maintenance. 





OW MUCH MONEY you spend on fuel depends to a large 


tent on the answers to these two questions: 
Are you using the correct insulating materials? 
Are they applied in the correct thicknesses? 


To assure every saving possible with insulation, it will pay 
ou to call in a J-M Insulation Engineer. Let him study 
our requirements . . . his specialized technical training and 
experience will help you trace down and correct sources of 
eat waste that may otherwise go unnoticed. 


From the complete line of J-M Insulations, he can recom- 
mend exactly the material you need for greatest efficiency ON SUPERHEATED STEAM LINES, Johns- 
Manville Superex Combination Insula- 


. exactly the thickness you need for maximum returns. tion provides an effective safeguard 
against costly heat waste. Built up of an 


For full details on this helpful service and facts about the sine taser ef Gaperes and on ented Stee 
complete line of J-M Industrial Insulations, write to Johns- of 85% Magnesia, this combination 
assures maximum heat resistance and 


Manville, 22 East 40th Street, New York, N. Y. insulating efficiency. 


Ml Johns-Manville INDUSTRIAL INSULATIONS 


FOR EVERY TEMPERATURE...FOR EVERY SERVICE... 


JM-20 Brick... Sil-O-Cel C-22 Brick... Sil-O-Cel Natural Brick... 
Marinite 























Superex...85% Magnesia... 
J-M. No. 500 Cement... Sil-O-Cel C-3 Concrete... 
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_ is irreplaceable. The minutes, hours, even 
the seconds that are lost can never be found 
again. There is no way of buying or borrowing 
time. 


But in thousands of public utilities and other 
private industrial establishments, split seconds are 
being saved by Exide Batteries in communication 
systems, in operating controls, throwing switches, 
cranking maintenance vehicles, propelling indus- 
trial trucks and locomotives, and in many other 
ways safeguarding plants against light and power 
interruptions. 


In these days when conservation is so vitally 
important, Exide engineers will gladly cooperate 
with you in an effort to get maximum life and serv- 
ice from your batteries. A letter or phone call 
involves no obligation. 





THE ELECTRIC STORAGE BATTERY CO. 


The World’s Largest Manufacturers of Storage Batteries 
for Every Purpose 


PHILADELPHIA 


Exide Batteries of Canada, Limited, Toronto 
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FEDERAL UTILITY REGULATION ANNOTATED 


(FURA) 





The Public Utility Holding 
Company Act of 1935 
as administered by the 
Securities and Exchange Commission 


1935 to 1941, Inclusive 


A Section by Section Treatment 
of the Act, with 


(1) Effective SEC Rules 


(2) Annotations of Commission 
and Court decisions 


(3) Supplemental notes 





OTHER FEATURES: Historical introduction, 
personnel of the Commission since organiza- 
tion (1934-1941), complete alphabetical list of 
subsidiaries of holding company systems, rules 
of practice, comprehensive subject index, an- 
nual pocket supplements. Price, $12.00; in com- 
bination with Public Utilities Reports, $10.00. 


AND TO KEEP YOU UP TO DATE: 
FURA - CURRENT SERVICE = SEC 


A continuing record issued twice a month, with special issues as required. 








Summaries and analyses of commission and court decisions 
Special studies of financial aspects, policies and practices 
Comments upon observable regulatory trends and tendencies 
References to and excerpts from addresses by members and staff 
Brief reviews of pertinent articles in periodical literature 

Notes on legislative proposals and congressional debates 

Guides to collateral material of interpretative or suggestive value 
All dependable information clarifying or expounding the Commis- 
sion's work 


Subscription price $25 a quarter, including convenient binder and 
quarterly, cumulative index. 





PUBLIC UTILITIES REPORTS, INC. 


1038 MUNSEY BUILDING 
WASHINGTON, D. C. 
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By Hand you Invoices an hour 
an write (if you hurry) 


ith a Invoices an hour 
ypewriter (some days) 


BUT: moe 
nvoices an nour 
very day you fh th the EGRY 
SPEED-FEED 


In one minute the Egry Speed-Feed converts any 
typewriter into a practical billing machine. Immedi- 
ately the daily output of typed forms is sharply 
increased because all the time of the operator is 
productive. No more manual inserting of carbons 
in forms; no jogging into alignment; no removing 
carbons after forms are written. 


But more! The Speed-Feed elimi- 
nates the use of wasteful, costly pre- 
inserted one-time carbons, cut forms, 
and other out-dated methods. Sav- 
ings of 2000 boxes of carbon paper 
and more per year are common 
among Speed-Feed users. 


In these days when speed in office routine must match accelerated production tempo, the Egry 
Speed-Feed (which costs less than 3c per day for only one year) is indispensable. Demonstrations 
on request without cost or obligation. Consult classified directory for name of local Egry sales 
agent, Literature on request. Address Dept. F-730. 


The EGRY REGISTER Company 


Dayton, Ohio 
SALES AGENCIES IN ALL PRINCIPAL CITIES 


The Egry Register Co. (Canada) Ltd., King and Dufferin Streets, Toronto, Ontario, Canada 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 


July 30, 1g 





EVERY TRUCK IN AMERICA 
MUST CARRY THIS OFFICIAL EMBLE 


U.S. TRUCK 


CONSERVATION CORPS 


orrece oF oerents TRansront atio~ 


pe ee ee a 


---and International “Official Stations” 


to SEE YOU THROUGH! 


Are Pledged 


TRUCKS FACE A TOUGH 
JOB! It is vital to the very life 
of the nation that every truck 
last longer and work harder — 
to the last possible mile. That 
is why the Government, through 
the Office of Defense Transpor- 
tation, founded the “U. S. Truck 
Conservation Corps.” The plan 
calls for regular inspection of 
every truck, to prevent costly 
breakdowns before they happen; 
early replacement of worn 
parts; and careful driving to 
save wear and add miles to your 
precious tires. 


The success of this program 
depends on “Official Station” 
Service. It depends on the loyal 
cooperation of every truck own- 


er, driver, service station, and 
mechanic. That is why our Gov- 
ernment has asked you all to 
sign a pledge . . . a pledge that 
is your solemn promise to keep 
America’s trucks in_ tip-top 
shape. 


International branches and 
dealers from coast to coast are 
pledged to carry out the Gov- 
ernment’s program. They know 
trucks. They’re trained on trucks. 
No matter what make or model 
you operate, depend on Interna- 
tional truck specialists. Their 
preventive maintenance is on the 
job to help keep America’s trucks 
rolling longer for VIC- 
TORY! 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue 


Chicago, Illinois 


keke keke keke Kea 


+ OFFICIAL STATION 


U.S. 


TRUCK 
CONSERVATION 


+ + 


eee ee ee ee 


Wherever this sign i 
linked with Internation 
al, you can depend on! 
that your trucks will g 
the best there is to las 
out the emergency 
Never was service 
important. Stick to In 
ternational! 


INTERNATIONAL Juzcks 
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CHICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORK 


ERECTORS OF TRANSMISSION LINES 
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PAY-ROLL WA 


Sarerarecaress 


— 
—\ 


TO WIN THIS WAR, 
more and more billions are need- 
ed and needed fast—AT LEAST A 
BILLION DOLLARS A MONTH 
IN WAR BOND SALES ALONE! 


This means a minimum of 10 
percent of the gross pay roll in- 
vested in War Bonds in every 
plant, office, firm, and factory in 
the land. 


Best and quickest way to raise 
this money—AND at the same 
time to “brake” inflation—is by 
stepping up the Pay-Roll War Sav- 
ings Plan, having every company 
offer every worker the chance to 
buy MORE BONDS. 


> 


R SAVINGS PLAN 


If your firm Aas already installed 
the Plan, now is the time— 

1. To secure wider employee 

participation. 

2; To encourage employees to 
increase the amount of their 
allotments for Bonds, to an 
average of at least 10 percent: 
of earnings. 

If your firm Aas not already ine 
stalled the se Mose War Savings 
Plan, now is thetime to doso. For 
full details, plus samples of result- 
a literature and promotional 

elps, write, wire, or phone: War 
Savings Staff, Section E, Treasury 
Department, 709 Twelfth Street 
NW., Washington, D. C. 





U.S. War Savings Bonds 





‘ = 
\ _ This space is a contribution to America’s all-out war program by 
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EFFICIENT DOORS THAT 
ye 3 


Fs 





Kinnear Rolling Doors give you the 
protection you need at doorways to 
safeguard vital war production plus 
the door efficiency you need to help 
keep production rolling at top speed. 
Their 


struction (Kinnear originated it) pro- 


famous interlocking-slat con- 
vides strong, durable, lasting protec- 
tion against fire, riot, theft, sabotage, 
wind, weather and accidental damage. 
And they aid production by saving 





time and labor —they open 


smoothly and easily; they 


space, 
upward, 
coil compactly out of the way right 
above the doorway; they permit full 
use of all floor, wall and ceiling space 
at all times; and their operation is 
never obstructed by nearby objects. 
Give your plant—and your produc- 
tion—these proved advantages. Install 
Kinnear Rolling Doors now. Any size, 
motor or manual control. 


You'll also find valuable extra protection in Kinnear Rolling Fire 
Doors and Window Shutters. They're approved and labeled by the 
Underwriters Laboratories! Write for complete data. The Kinnear 
Manufacturing Company, 2060-80 Fields Avenue, Columbus, Ohio. 
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Ehret’s D.1.P. gives MAINTENANCE-FREE service 
on Underground Pipe Lines 


ENS of thousands of feet of Durant Insu- ee SPAT 

lated Pipe witha record of years of service Ce te 
have proved the ability of this system to stand 
up under the severest conditions. 


HEAVY, GALVANIZED SHEET METAL JACKET we 


CANVAS JACKETED 
85% MAGNESIA 
The reason lies in its construction. In Ehret’s a cotliins 
D.1.P. there is combined the time-defying 
characteristics of asphalt and the high in- 

sulating efficiency of 85% Magnesia. Factory 

pre-fabrication makes field installation rapid 

and economical. The result is an under- 

ground piping system that is outstanding, 

both in efficiency and long life. PIPE AS 
(Send for the Ehret D.1I.P. Booklet. It contains SPECIFIED 
complete information on the D.I.P. system.) 


EHRET MAGNESIA MANUFACTURING COMPANY 


VALLEY FORGE + PENNSYLVANIA 


DISTRIBUTORS IN ALL PRINCIPAL CITIES 
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VARNISHED CAMBRIC - RUBBER POWER CABLES - BUILDING WIRE - 


ESCENTs 
eERMACO 


WELDING CABLE 


AND PORTABLE CORDS AND CABLES 


Yse Minimum Rubber 


Heavy, hard-twisted cotton outer jacket over adequate rubber insula- 
tion gives maximum protection from abrasion, heat, oils, greases and 
weather to the super-flexible copper conductor. The use of this fabric 
jacket results in a saving of over 75 per cent of the rubber usually em- 
ployed in high grade welding cable. 





: 





MAGNET WIRE - BARE WIRE 
* GTIAVO IVNOIS - 
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PERMACORD heavy-duty, jacketed PORTABLE CORDS and 
CABLES are available in all sizes from No. 18 A.W.G. to 1,000,000 
C.M. and offers the same advantages as above. 


Safe— Duratle— Economical 
CRESCENT INSULATED WIRE & CABLE CO. 


S21aV9 AVMNUVd AGNV GASVONA-aAVatl 





-METALLIC SHEATHED CABLE 
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RESCENT ENDURITE SUPER-AGING INSULATION » WEATHER-PROOF WIR 
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MEET YOUR CRITICAL WAR TIME REQUIREMEN; 


AIR CONDITIONING “AND VARIOUS INDUSTRIAL APPLICATI 


ASSURE PERFECT OPERATION 


AND LONGER CONTROL LIFE 











tee MERCOID an 


The design, construction and operation of 
Mercoid Controls fit them for the exacting re- 
quirements of wartime emergencies, when serv- 
ice attention must be reduced to a minimum. 

Throughout industry, in all its branches, this 
qualification of Mercoid Controls is accepted by 
plant engineers. Their universal use makes them 
a familiar sight with few, if any, exceptions in 
every plant where control equipment is essential. 
Make a note to examine one and investigate its 
performance. You will find a startling confirma- 
tion of Mercoid's claims for its instruments. 

What's the reason? An outstanding one is that 
every Mercoid Control is equipped with one or 
more Mercoid mercury switches for making and 
breaking the electrical circuit. Contact troubles 
due to dust, moisture, corrosion, and arcing are 
minimized. Engineers appreciate also the time 
saving factor in checking Mercoid Control equip- 
ped circuits. They can see the contacts function 
—don't have to waste valuable time in testing. 

If your problems involve the control of temper- 
atures, pressures, liquid levels, or certain me- 
chanical operations, consult Mercoid. An able 
staff of engineers is at your service. Priorities 
are necessary, but an adequate stock for essen- 
tial uses has been provided for. If your source 
library is without a catalog write for one today. 








THE MERCOID CORPORATION 


4213 Belmont Avenue « Chicago, Illinois 
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Tue plans called for special, heavy duty 
headers. The specifications were tough... 
predetermined strength . . . difficult curves 
and angles... exacting thermal characteris- 
tics... dimensional precision . .. delivery on 
a tight schedule. 

Grinnell engineers have plenty of experi- 
ence in handling these complicated assign- 
ments. Rough layouts of plant requirements 
were immediately interpreted in terms of 
alloy steel piping, accurate forming and 
welding, margins of safety, and underwriters’ 


PREFABRICATED PIPING B 
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inspection. Conveniently located Grinnell 
plants then speedily prefabricated these and 
other sub-assemblies. And, promptly on 
delivery date, the complete installation was 
on the job... ready for erection. 

This is only one of many examples of 
“knowing how” that prompts leading engi- 
neers to say, “Give the plans to Grinnell”! 
Write for detailed manual on Grinnell Pre- 
fabricated Piping. Grinnell Company, Inc., 
Executive Offices, Providence, Rhode Island. 
Branch offices in principal cities. 


. GRINNELL 


whenever PIPING is invoiveo 
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How 
Your Water Werks Can Help 


To Win the War 


OU, in charge of Water Works, see men going off 

to the Army and Navy. You see them streaming to 
the plants engaged in War Work. And maybe you're 
wondering what YOU can do to help in YOUR job... 
“what’s the Water Works got to do with war produc- 
tion, anyway?” 


More than you realize, perhaps! For you can help 
by preventing waste of materials vitally needed for 
war production. One method is a program of modern 
meter conservation which will result in reducing your 
pumpage ... and save not only water, but chemicals 
to treat it and fuel to pump if. 


If your town and hundreds of other towns can reduce 
your pumpage (as did Hickory, N. C.) even 2.2% — and 
many can do FAR more — you will contribute much to 
the job ahead of all of us. 


What is a Meter Conservation Program? It is a plan 
of periodic meter testing and repairing — one example 
of which is quoted here. No matter what water meters 
you use, your nearest Trident Meter representative will 
be glad to advise you about such a program, without 
obligation on your part. Write for Bulletin 597a. Start 
your Water Works helping to win the war — today! 


HICKORY, N. C., HELPS * * x x x 


and gets increased revenue fo boot! 


When their meter testing and repair program started, Hickory, N. C., discovered 
many meters were ‘‘dead'’, (not registering). Within 10 months they saw that 
definite economies had been effected. The replacement of a 2” Compound meter 
with one newly repaired and tested, for example, resulted in a 16.7% increase in 
revenue in that period. 

Small (domestic) meters, averaging 14 years old (without repairs), cost a 
fraction over $2.00 apiece for repairs needed to bring them to 90% (or greater 
accuracy) at the rate of Y% g.p.m. Result—pumping—down 2.2%; revenue—up 
$2,539.99, more than paying for the cost of the program, 


NEPTUNE METER COMPANY - 50 West 50th Street - NEW YORK CITY 


Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE., DENVER, DALLAS, 
KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 
Neptune Meters, Lid., Long Branch, Ontario, Canada. 
(near Toronto) 


———— 
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150,000 HP Francis Turbine 


for Grand Coulee Project 
(SHOP HYDROSTATIC TEST—230 LB. PER SQ. IN.) 


HYDRAULIC TURBINES 
FRANCIS AND HIGH SPEED 
RUNNERS 
BUTTERFLY VALVES 
POWER OPERATED RACK RAKES 
GATES AND GATE HOISTS 
ELECTRICALLY WELDED RACKS 


Newport News Shipbuilding and Dry Dock Company 
(Hydraulic Turbine Division) 


Newport News, Virginia 
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Boiler-Feed Pump TURBINE 


To serve two high-pressure boilers installed with a topping turbine 
the Metropolitan Edison Company at Reading, Pa., installed thre 
boiler-feed pumps driven by Elliott steam turbines. These turbines ar 
of the multi-stage, high efficiency type, take steam at 250 Ib. pressur 
and exhaust at 3 lb. to two Elliott 400,000-lb.-per-hr. deaerating 
feedwater heaters which serve the high-pressure boilers. The use o 
these variable-speed turbine drives permits a steam saving and 
assures closer feedwater control. 


Modern auxiliary turbine drives, running up to several thousand 
horsepower, cover a size range in which Elliott Company has special 
ized for many years. In this field, our engineers have accumulated 
valuable experience and have developed special competence. The 
know how to fit the turbine to your needs and conditions and how td 
attain both high efficiency and maximum dependability. Ruggednes 
is characteristic of Elliott turbines, both multi-stage and single-stage 


ELLIOTT COMPAN 


STEAM TURBINE DEPT., JEANNETTE, PA. 


District Offices in Principal Cities 





MECHANICAL DRIVE TURBINES © ENGINES ¢ ENGINE-GENERATOR 
MOTORS © GENERATORS © CONDENSERS «¢ STEAM JET EJECTOR 
FEED-WATER HEATERS * DEAERATING HEATERS © CENTRIFUGAL BLOWER! 
DESUPERHEATERS * STRAINERS © SEPARATOR! 


RBINE-GENERATORS 
DOTOR-GENERATORS 


RBOCHARGERS 
REASE EXTRACTORS 


NON-RETURN VALVES ° LAGONDA.-LIBERTY TUBE CLEANER 
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Due to war-time travel restrictions, conventions listed are subject to cancellation. 
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q League of Iowa Municipalities will hold meeting, Des Moines, Iowa, Aug. 17-19, 1942. 





{ American Bar Association will convene, Detroit, Mich., Aug. 





e AUGUST ev 








4 Governmental Research Association will convene, Princeton, N. J., Sept. 7-9, 1942. 





{ Mid-West Gas Association will hold annual gas school and conference, Ames, Iowa, 
Sept. 8-10, 1942. 





9 American Institute of a Engineers will hold Pacific coast convention, g 
Vancouver, B. C., Sept. 9-11, 1942 





q American Transit Association will hold. business meeting, Chicago, Ill., Sept. 9-11, 
1942, 





9 American Water Works Association, Michigan Section, will convene, Traverse City, 
Mich., Sept. 9-11, 1942. 





q Pennsylvania , Blectric Association will hold annual meeting, Philadelphia, Pa., 


Sept. 11, 





q Kentucky ae Telephone Association will hold meeting, Ashland, Ky., 
Sept. 15, 16, 194 





q Illuminating Engineering Society will hold meeting, St. Louis, Mo., Sept. 21, 22, 1942. 





q Indiana Electric Association will hold business meeting, Indianapolis, Ind., Sept. 24 
25 





{ Pacific Coast Gas Association will hold executive meeting, San Francisco, Cal., 
Sept. 28, 1942. 





q National Safety Congress and Exposition will be held, Chicago, Ill., Oct. 5-9, 
1942. < 








4 United States Independent Telephone Association will hold meeting, Chicago, IIl., 
Oct. 13, 14, 1942. 
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Courtesy of the A.C.A. Gallery From Elsie Hafner, New York 


“Steel” 
By Harry Sternberg 
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Air Lines during the War 
And Following It 


Part I. The Air Lines’ War Effort 


All routes and services not regarded as essential to the war effort have 
been terminated, says the author, but air travel vital to the country’s 
needs continues, subject of course to stringent priorities control. 


By SELIG ALTSCHUL 


ESPITE the initial hysteria sur- 
1) rounding the President’s order 
of May 15th, which authorized 
the Army to assume control of com- 
ercial aviation, every air line con- 
tinues in operation under private man- 
kgement. Curtailment of service has 
ben drastic, but the industry, as such, 
lemains intact. 

The air lines are now operating on 
kcomplete war-time basis. Much clari- 
fication of their present status is af- 
orded by examining the text of the 
presidential order rather than seeking 
guidance from scare headline reports. 


135 


There are three separate ways in which 
the commercial air fleet is being pres- 
ently utilized in the war effort. A sub- 
stantial number of planes have been 
transferred outright to the Army Air 
Forces for operation by Army person- 
nel in the various services and com- 
mands. Another group of planes were 
converted into cargo ships and are be- 
ing operated by the air lines under con- 
tract for the Army. The remaining 
planes, estimated at about 165 as com- 
pared with approximately 360 a year 
ago, continue in regular service of the 
air lines with available space allocated 
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under a strict system of priorities. 
These planes, however, are subject to 
call for emergency military missions. 
All routes and services not regarded 
as essential to the war program have 
been terminated. Air travel vital to the 
country’s needs continues, subject of 
course to stringent priorities control. 
This entire plan follows the intent 
of the law setting up the air lines as an 
element of national defense and is de- 
signed to obtain’ for the war effort the 
equipment of their air carriers in their 
best application along with the valuable 
experience of trained personnel. 


CU is significant that throughout this 
transformation converting the air 
lines to a war footing, the exponents 
of public ownership in the halls of gov- 
ernment have had a negligible part, if 
any, in the adjustments made thus far. 
As a matter of fact, those civilian 
agencies concerned with the regulation 
of transportation have been strong ad- 
vocates of continued private ownership 
and management. This is evident in the 
field of railroad regulation where 
Joseph B. Eastman, on leave as chair- 
man of the Interstate Commerce Com- 
mission and now director of the Office 
of Defense Transportation, stated 
there is “nothing to be gained” in the 
government taking over the railroads. 
“On the contrary,” he said, “I would 
fear a period of serious dislocation and 
letdown before the new machine could 
work up to full efficiency.” 

Similarly, the Civil Aeronautics 
Board, concerned with the normal 
regulation of the commercial air car- 
riers, has been a staunch supporter of 
independent air-line operation and 
management. In fact, the CAB, in an 
effort to dissipate confused thinking 
JULY 30, 1942 


caused by erroneous reports of Arm 
control of aviation, went to great pains 
to reassure the public and all concerned 
that the separate lines will continue tg 
operate under their respective certifi 
cates of public convenience and neces 
sity. 

Considerable assurance was also 
given the air transport operators earl 
this year by a statement of the As 
sistant Secretary of Commerce fo 
aviation to the effect that the country’s 
war effort would be hampered ma 
terially by abandonment or curtail 
ment of scheduled air transportation. 


A™ pressure that may have bee 
applied for the assumption o 
government management of the air 
carriers has come from the military in 
the guise of a war necessity. At every 
turn, however, the industry has at- 
tempted to meet all demands placed 
upon it. During the early stages of our 
active participation in the war, the 
flexibility of the air lines in adapting 
their facilities and organizations to 
emergency military operations was 
frequently pressed into service. Out- 
standing in this early period was the 
chartering by the Army of 12 Ameri- 
can Airlines’ planes and accompanying 
pilots for a special overnight mission. 
This diversion from regular service 
and the others that followed, with va- 
rious air lines participating, were all 
made without incident, excepting of 
course, the interruption of certain 
scheduled commercial operations. 
This spasmodic procedure continued 
until April 11th, when Secretary of 
War Henry L. Stimson, in a memo- 
randum to the Commanding General of 
the Army Air Forces, Lieutenant Gen- 
eral Henry H. Arnold, officially recog: 
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ized that “civil air transportation is 
of vital importance to the war effort.” 
(coincident with this declaration, the 
War Secretary directed that approxi- 
nately 80 airplanes be devoted by the 
ir carriers for the execution of mis- 
ions for the Army Air Forces. The 
ir lines agreed to perform services 
for the Army on a cost basis, as de- 
termined by the CAB, acting as a 
qasi judicial body in behalf of the 
government. Although the Army pre- 
viously had taken over the operation 
of individual airplanes and had ob- 
fined certain personnel from the air 
arriers—chiefly for Ferry Command 
operations, this was the first time that 
the air lines, as such, were given an or- 
ganized part in the military effort. 


I is important to note that under this 
early arrangement, certain equip- 
ment, while in operation for military 
purposes, was to be operated and main- 
tained by air-line personnel and facili- 
ties. This deal broke the ice and set the 
broad pattern for the Army and the air 
lines to live together under a soon-to- 
be-expanded codperative scheme. 

As transportation shortages became 
increasingly acute, it soon became evi- 
dent that the air lines would be re- 


quired to assume even further military 
responsibilities. This came with the 
previously described and now famous 
May 15th directive of the President. 
The press services and newspapers, for 
some reason, apparently failed to read 
the text of the War Department an- 
nouncement and reported the Army as 
“seizing” the air lines, Prevailing panic 
found immediate reflection in the stock 
market where apprehensive air - line 
security holders dumped their equities 
and ran. 

A few days later, after the smoke 
had cleared, to the amazement of 
many, the air lines were still around 
and showed every indication of con- 
tinuing at the same old stands with but 
few variations. 

The traditions of newspaper accu- 
racy took a bad beating when the mis- 
leading headlines and lead material 
were disproved not only by the text of 
the supporting stories but by subse- 
quent events as well. It must have been 
tough on the AP man who, when 
upon calling one of the air lines for 
information on revised schedules, was 
politely asked how could they have any 
schedules at all as his press service re- 
ported the line as going out of busi- 
ness. 
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fleet ts being presently utilized in the war effort. A substan- 


q “THERE are three separate ways in which the commercial air 


tial number of planes have been transferred outright to the 
Army Air Forces for operation by Army personnel in the 
various services and commands. Another group of planes 
were converted into cargo ships and are being operated by 
the air lines under contract for the Army. The remaining 
planes . . . continue in regular service of the air lines with 
available space allocated under a strict system of priorities.” 
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HAT turned out to be an errone- 

ous newspaper story could well 
have been a reality had the air trans- 
port industry failed in its resistance to 
the encroaching demands for complete 
government operation. The behind- 
the-scenes jockeying for position may 
never be publicly revealed. Perhaps the 
Army was reminded of its disastrous 
experience in carrying the mails fol- 
lowing the air-mail cancellations of 
1934, and how totally unprepared it 
was for such operations. 

In any event, the powers that be ap- 
pear convinced—up to the present at 
least—that the individual air lines as 
separate and complete organizations 
can perform definite military missions 
in a satisfactory manner. 

Back in April when the very first 
general agreement was made with the 
Army Air Forces, the air lines were 
super-patriotic and agreed to under- 
take these military operations on a cost 
basis plus one dollar. The carriers soon 
realized, however, that this arrange- 
ment was undesirable as losses were 
actually entailed in the process. Certain 
charges in connection with the war 
work were not absorbed. The industry 
concluded: Why not continue to wave 
the flag and turn a little profit on the 
transaction at the same time. As a re- 
sult, the Army contracts are now be- 
ing renegotiated on a basis which may 
mean a return of about 6 per cent on 
the volume of business handled for 
the military. 


. is obvious that much commercial 
business will be lost by the air lines. 
It is unlikely, however, that the indus- 
try will incur any deficits from its war 
operations. The carriers are constant- 
ly assuming increased Army cargo 
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work and other military operations, If 
this trend continues, it is likely that the 
air carriers may be operating mord 
planes under contract for the War De. 
partment than they had in all of their 
prewar commercial service. Under the 
revised contracts, such operations, on 
the whole, should prove profitable and 
as they broaden in scope should more 
than compensate for the loss of com. 
mercial business. 

Among other things, the air lines 
are also training pilots, mechanics, 


and other personnel for the Army, 


Certain maintenance and other opera- 
tions are also being performed on 
military craft at the various shops of 
the commercial air lines. 

Despite the substantial withdrawal 
of planes from once-normal schedules, 
a skeletonized service for mail, ex- 
press, and passengers is being main- 
tained in virtually every section of the 
country. For the most part, short 
routes and local runs were suspended 
and important long-haul schedules are 
being retained. In other words, trans- 
continentals and truck lines suffered 
the least on a relative basis. The initial 
schedule adjustments showed a reduc- 
tion of only about 45 per cent in the 
daily airplane miles flown throughout 
the country. This is a very favorable 
showing when it is realized that the 
cut in available equipment was even 
sharper. 


HE equipment remaining for 

commercial service is attaining a 
high degree of utilization. Schedules 
have been adjusted so as to permit the 
maximum active operation of planes 
in service. It is believed many of the 
transports are now in the air on the 
average of about ten hours every 2+ 
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AIR LINES DURING THE WAR AND FOLLOWING IT 





— 





Trend of Air Carriers toward Army Cargo Work 


wal i is obvious that much commercial business will be lost by the air 

lines. It 1s unlikely, however, that the industry will incur any 

deficits from its war operations. The carriers are constantly assuming 

increased Army cargo work and other military operations. If this trend 

continues, tt is likely that the air carriers may be operating more planes 

under contract for the War Department than they had in all of their 
prewar commercial service.” 





hour day as compared to approximate- 
ly eight and one-half hours per day a 
year ago. Faster and improved main- 
tenance procedures are also held re- 
sponsible for this improvement. All 
this is conducive to increased pay loads 
which make for more profitable op- 
erations. 

Operating expenses were also cut by 
the elimination of all “luxury” fea- 
tures so peculiar to air transportation. 
For example, meals were either com- 
pletely suspended or cut to “coffee and 
cookies.” All sleeper service was abol- 
ished, the Douglas Sleeper Transports 
being converted into cargo planes. In 
this process, added benefits were also 
tealized as the DST plane had a lim- 
ited passenger capacity of about four- 
teen as compared to an average of 
twenty-one in the standard DC 3. 

An early casualty, too, was the spe- 
cial discount, long a stand-by of the air 
lines, Effective July 1st, all special dis- 
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counts on scrip and round-trip and 
other forms of air travel were can- 
celed. This move will materially aid in 
offsetting part of the revenues lost 
through curtailment of commercial 
services. 


0. peo the eliminations in- 
clude the 15 per cent discount on 
one-way fares purchased on scrip 
cards, the 10 per cent reduction on 
round-trip fares, and the cancellation 
of half fares for children under eight 
years of age. Also by the wayside went 
the 15 per cent reduction on one-way 
fares formerly in effect for travel on 
government order. This business has 
been particularly heavy and the elimi- 
nation of the discount is very impor- 
tant to the air lines. 

The 5 per cent commission former- 
ly paid travel agencies, hotel porters, 
and the like, for air-line tickets sold, 
has also been abolished. 
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The extent of bolstered revenues 
due to the elimination of these special 
discounts is difficult to project. Some 
authoritative sources estimate that 
available passenger income may be 
boosted from 6 per cent to 8 per cent. 

American Airlines, with about 8,500 
accounts, is the largest user of the 
scrip plan which has accounted for 
about 45 per cent of the line’s total pas- 
senger business. United Air Lines has 
4,500 accounts which have provided 
about 50 per cent of its total passenger 
business; and Eastern Air Lines has 
roughly 2,100 accounts, which con- 
tributed about 55 per cent of its volume 
of passenger revenues. 

In effect, these discount elimina- 
tions amount to an increase in pas- 
senger fares. By the same token this 
action is believed to have forestalled a 
move toward higher air fares which 
had been under active consideration. 


O NE of the most astounding changes 


dealt with the air mail. Hereto- 
fore, air mail took precedence over 
passenger loads and many a seat was 
blocked off so that the mail could go 
through. Now, priority passengers 
will have preference on all trips. Air 
mail is given a rank far down the list 
on priorities. 

The entire priorities system on air 
travel has seen a gradual tightening- 
up process. The War Department, 
effective August Ist, was also planning 
to establish 14 regional priority con- 
trol offices throughout the country to 
provide “on the scene” authority on 
priorities which are now being ob- 
tained in Washington. All reserva- 
tions for seat and cargo space, once 
priority is granted, continue to be made 
directly with the air lines. 
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Four new classifications were estab. 
lished by the War Department govern. 
ing the granting of priorities and are 
now in effect: 

1. White House personnel, or others 
for whom air transportation is di- 
rected for accomplishment of a par- 
ticular mission by the President, and 
the secretaries of War and Navy. 

2. Airplane pilots of the Ary, 
Navy, and Marine Corps Ferrying 
Command specifically ordered to 
travel by military or the fastest avail- 
able commercial aircraft. 

3. Army, Navy, Marine Corps, 
Coast Guard, and allied government 
military personnel or others whose air 
travel is essential to the war effort. 

4. Army and Navy equipment and 
munitions’ supplies and materials es- 
sential to the war effort when specifi- 
cally ordered moved by priority air 
transportation by the War Depart- 
ment. 


CU was indicated by the War Depart- 
ment that priorities will be issued 
only for passenger and cargo trans- 
portation, major inspection trips by 
the highest officials in the war pro- 
gram, and missions which cannot be 
accomplished by train travel. Special 
approval for priority will be required 
for trips of less than two hours and if 
the desired destination can be reached 
by rail in six hours. 

While military personnel appear on 
the top of the priority list, it was in- 
dicated that civilians in essential war 
work requiring rapid air transporta- 
tion would be accommodated. Air 
transport officials, however, assert that 
there are not enough seats and planes 
available to handle the men and equip- 
ment that must go by air to keep new 
plants and factories going. 

The direct assumption of military 
missions has had a tendency to obscure 
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AIR LINES DURING THE WAR AND FOLLOWING IT 


ihe air carriers’ contribution in speed- 
ing the war effort in a purely civilian 
apacity. During the almost two years 
of intense national defense activity 
preceding Pearl Harbor, the air lines 
qemonstrated their value in maintain- 
ing and augmenting speedy channels 
of communication and transportation. 
The entire defense and war effort is 
geared to a highly industrialized econ- 
omy. Our industrial system, deprived 
of the means of rapid transportation 
—as provided by the air lines—would 
develop a serious loss of production 
“man-hours” and lead to inefficiency 
in our defense effort. The relation- 
ship of the air carriers to our defense 
program is further highlighted by the 
results of a survey made during 1941 
which showed that 81 per cent of the 
passengers on the principal air-line 
routes were traveling for business rea- 
sons. Numerous instances have been 
cited where speedy and timely ship- 
ments of parts and materials by air 
have prevented serious production 
breakdowns and have been conducive 
to the accelerated flow of war imple- 
ments. 


y was true when our indus- 
trial machine was just beginning 
to get into gear is true with even 
greater force today with peak produc- 
tion scheduled to be reached in the im- 
mediate offing. 


There have been reports that some 
government officials have had the be- 
lief that the principal business of the 
air carriers was flying movie stars and 
baseball players around the country 
while actually their main activity is 
taking businessmen from one war 
plant to another—men who had to get 
there fast to keep production rolling. 

This misconception is probably due, 
in part, to the shortsightedness of pub- 
lic relations officers of a few air lines. 
These press agents know but one 
thing in air-line publicity — to glam- 
orize “cheesecake” and circus type 
pictures. Without such props, these 
would-be formers of public opinion 
become befuddled; they do not have 
the background and the vision to grasp 
the broad concepts of today’s swift- 
moving scene. 

In an effort to set the record 
straight, it is reported that an industry- 
wide survey is now being completed 
which will show just who does use the 
air lines and how essential their travel 
is to the war effort. 

Some circles believe that the sta- 
tistics will be so impressive that there 
will be strong pressure for the restora- 
tion of previous schedules and pos- 
sibly the expansion of commercial 
service. 


HERE have also been reports that 
a few air lines are examining the 


e 


normal schedules, a skeletonized service for mail, express, 


q “Despite the substantial withdrawal of planes from once- 


and passengers is being maintained in virtually every section 
of the country. For the most part, short routes and local 
runs were suspended and important long-haul schedules are 
being retained. In other words, transcontinentals and truck 
lines suffered the least on a relative basis.” 
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possibilities of operating certain mail 
schedules with single-engined planes. 
Such equipment, not needed by the 
military, could thus be made available 
and would probably be utilized in the 
western plain states which suffered the 
greatest curtailment in route miles. 

Probably the most encouraging 
possibility of restoring once-normal 
schedules comes from the ever-increas- 
ing production of transport and cargo 
planes for the military. Once this 
over-all supply is augmented, equip- 
ment may be made available for com- 
mercial service. 

The entire air transport industry 
will of necessity remain in a “fluid” 


stage and will have no assurance of 
stability throughout the duration ag 
long as further emergency milita 

demands are possible. Up to this point 
the air carriers have maintained def 
nite independence of operations whik 
participating directly in the war effort, 
Come what may, however—and ever 
assuming that the military may subse. 
quently demand outright government 
control and operation — complete and 
authoritative assurances are in hand 
that all route franchises and private 
entities of the air-line companies will 
be fully respected so that resumption 
of normal service will be immediate 
once peace is restored. 


(Concluded in the next issue.) 





Private Railroad Operation 


adler is no belief now that the Federal administration 
can get greater capacity out of the operation of any 
railroad than its own management can do; instead tt 1s known 
that private management can get much greater capacity than 
Federal operation can achieve, assuming any reasonable equal- 
ity of external conditions, even though the actual operating 
officers may be the same individuals in either case. 

“Federal control will not come about during World War II 
because the railroads, by their own codperative efforts in some 
matters and with the aid of ODT in others, will assure re- 
moval of all of those handicaps to most effectwe private 
operation.” 

—Joun W. Barricer, III, 
Associate director, division of railway trans- 
port, Office-of Defense Transportation. 
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California’s War ‘Transit 
Problem—‘“‘Unusual” 


The famous gold rush was nothing to the war work 
rush. With ten times as many new people coming in 
their own automobiles—what would happen if all 
the tires wore out? The state railroad commissioners 
went after the facts, and found the answers. 


By JAMES H. COLLINS 


EARL Harsor was the alarm 
clock on California’s war-worker 
transportation problem. 

It set utility men and regulatory 
dficials thinking about what might 
happen with a scarcity of shipping to 
bring rubber from Singapore and the 
Netherlands East Indies. 

Then Singapore and Sumatra fell. 
It was definitely known that there 
would be no more rubber. The Cali- 
fornia Railroad Commission started 
studies to find out where the war 
workers worked, where they lived, 
what kind of transportation they used, 
and, in the case of private automo- 
biles, how many could double up, 
and the probable life of their tires. 
ie when the tires were gone—what 
then, 

Presently a picture emerged — the 
commission knew what the problem 
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was in the several war-work centers— 
in one of which was the “growingest” 
war town in the state, maybe in the 
country. 

Then followed field studies to de- 
termine what rail and bus transporta- 
tion could be substituted as tires wore 
out, and this work is now going on, 
with a different problem in practically 
every war plant, demanding its own 
solution. 

But solutions are being found. The 
set-up is flexible, to deal with difficul- 
ties as they arise in a long war, and 
military and war production authori- 
ties declare that the California com- 
mission has done an intelligent job, 
one that may have useful suggestions 
for other regions. 

Be that as it may, the state has war 
transportation problems that seem to 
be “unusual.” 
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HE California gold rush was a 

minor movement, both in size and 
time, compared to the war industry 
rush that has been witnessed the past 
year. Perhaps 250,000 bearded Forty- 
niners arrived in the decade 1850-60, 
while in the past year that many have 
been hired by war industries alone, 
and another 100,000 will be needed as 
shipyards get into production, and war 
factories expand, and war-workers’ 
families come as well. 

With 10 per cent of the country’s 
population, the three Pacific coast 
states are doing a large percentage of 
the war work, and it is estimated that 
a million new residents have trekked 
into these three states since the first of 
this year. 

Many came by automobile, and the 
private car has predominated in trans- 
port between work and home, with 
families living further than trolley dis- 
tances from the job. New subdivisions 
have been opened up in the barley fields 
and walnut groves, with small cottages 
that could be bought for a couple of 
hundred dollars down, and the balance 
of under $3,000 paid off like rent—if 
the war job ended, the family would 
have been merely paying rent, while if 
the job lasted long enough, it would 
eventually own its home. 

The automobile made all this pos- 
sible, and nobody ever stopped to ask, 
“What if there were no more automo- 
biles?” Imagination simply did not 
conjure up such a possibility, much 
less try to answer the question. About 
the only attempt made at control of 
war-worker housing was to spread it 
around, over large areas, with a view 
to having no “ghost towns” left after 
the war. The situation was full of 
paradoxes, like aircraft workers living 
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in the shadow of a big plane factory 
but motoring 20 miles to their jobs a 
another plane factory, and on the wa 
meeting other riveters or welders who 
lived near their job, but were driving 
to the factory they had passed on thei 
way. In every account of distance 
traveled to work, there always appear 
the two aircraft mechanics who motor 
every day from one place to another, 
125 miles, and back again. They area 
sort of “Jukes” family in the trans. 
portation picture, and ought to be iso- 
lated and recorded for the statistics, 


‘T HE first problem faced by the com- 
mission, therefore, was to find 
out where all the war workers labored, 
and lived, and how far they traveled, 
by what kind of transportation, and 
how long their tires were going to last. 
To get that information, a traffic 
survey was made, first of some 80 air- 
craft and plane parts plants in certain 
districts, and then of around 500 ger- 
eral war plants, including shipyards 
and taking in every concern with 
twenty or more employees engaged in 
any type of work essential to war. 
Under that kind of classification, 
most of the large manufacturing con- 
cerns listed as producers of civilian 
goods were found to be in war work— 
for example, a show case company that 
last year was making self-serve cabi- 
nets for food markets that sell frozen 
foods was found to be engaged on wat 
work 100 per cent, its chief products 
being wind funnels for ships, made in 
its metal plant, and cargo hatches in 
its wood-working plant. 
Information was gathered by dis 
tributing census-type cards to super 
visors in war plants, and enlisting thet 
cooperation in getting data from i 
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CALIFORNIA’S WAR TRANSIT PROBLEM—“UNUSUAL” 


dividual workers. This was done that 
way because a foreman could more 
easily master all the requirements than 
individual workers, and the job could 
be made complete, with the least loss 
of time. Also, as the cards were to be 
punched and used in sorting machines, 
the supervisors would presumably 
turn them in in better condition, as 
folding, crumpling, and damage to 
edges spoils them for machine opera- 
tions. 


HE state’s industrial regions were 

divided into zones, chiefly by 
population, for convenience of tabu- 
lating the results. Assuming that War 
Plant No. 1 was located in Zone 1, the 
final classification would show how 
many employees it had living in Zones 
1, 2, 5, 11, and so on, and reveal its 
transportation needs. One area was 
divided into more than 300 zones, 
about 80 for the city and 220 for the 
surrounding country. 

Information sought was checked off 
on the cards by supervisors making 
crosses in squares, later punched or 
machine sort, and covered these 
points : 

Place of employment and shift — day, 


night, swing, graveyard. 
Home—in what zone, and on what high- 


way. 

Method of travel to work—local street 
car or bus, private car, in another person’s 
car, interurban bus, train, bicycle, walking. 


If in private car, how many travel to work 
with you? 

Age of private car, passenger capacity, 
mechanical condition of car and tires, esti- 
mate of tire life, willingness to carry others. 
For other purposes, this survey also 

gathered information on housing, to 
show whether the individual was 
single, married, number of persons in 
the family, living in rented, owned, or 
other quarters. 

This survey took several weeks. Be- 
sides time needed to get in the cards, 
there was the tabulation to be made 
with the commission’s normal person- 
nel. Also, for the period of the survey, 
few private cars were going out of 
service. The work was being done 
with a view to the future. 


HE picture disclosed was about as 
follows: 

Out of 147,000 aircraft workers, 
83.8 per cent, or 124,000, traveled to 
work in their own cars. 

They mostly traveled alone, or at 
the rate of 1.6 persons per car, equiva- 
lent to every other car doubling up 
with an extra passenger. 

The average trip to work was 15 
miles, or 30 miles daily. 

Condition of tires was such that 
practically all would be worn out in 
fourteen months, and the average was 
less than ten months. 

Which gave a picture that can be 
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size and time, compared to the war industry rush that has 


q “THE California gold rush was a minor movement, both in 


been witnessed the past year. Perhaps 250,000 bearded 
Forty-niners arrived in the decade 1850-60, while in the past 
year that many have been hired by war industries alone, and 
another 100,000 will be needed as shipyards get into produc- 
tion, and war factories expand, and war-workers’ families 


come as well.” 


145 


JULY 30, 1942 





PUBLIC UTILITIES FORTNIGHTLY 


visualized in the transportation prob- 
lem of a single shipyard, scheduled to 
employ 30,000 men this year. 

They were driving more than 1,- 
000,000 miles daily, would normally 
need 145 new tires daily; the condi- 
tion of tires was such that 15 cars in 
every hundred would be out of service 
by July, 30 more by September, 45 
would last until next April, leaving 10 
for an indefinite life that would hardly 
outlast 1943. 

In a small aircraft parts plant em- 
ploying about 500 people, the survey 
brought in 434 cards, showing that 196 
drove their own cars to work, 84 rode 
in somebody else’s car on a share or 
passenger arrangement, 92 traveled by 
local street car or motorbus, 59 cycled 
or walked, 3 came by interurban bus. 

Of these 196 employee cars, 28 
would be out of service by July, 60 
more by September, 90 more by April, 
leaving not more than 20 to 25 cars 
still running in 1943. 

While it has no bearing on trans- 
portation, it may be interesting to 
know that 137 of these parts plant em- 
ployees owned their own homes, or 
more than half of the 249 married peo- 
ple; 134 rented unfurnished houses, 86 
furnished houses, 35 furnished rooms, 
35 shared living quarters, 1 lived in a 
trailer. The high ratio of rented fur- 
nished houses reflects new arrivals, 
drawn to California by war jobs. 


HE first measure necessary was 

to conserve tires by doubling up 

and slower driving. Various agencies 
started campaigns to increase car shar- 
ing, and reduce the pleasure use as 
well as the speed of war workers’ cars. 
What more logical than bringing 4 
persons to work in the car that former- 
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ly brought 1.6 at the best, and more 
often only the owner? 

As logic, it looked reasonable to set 
a goal of 4, but that has never been at. 
tained, and never will be. The 1.6 was 
raised to 2.4, and is now around 28 
and that may be tops. 

For doubling up and sharing is not 
as simple as it appears. Few employees 
live on the same routes in the several 
hundred square miles of an important 
industrial area; 2 employees going the 
same way, and working on the same 
shift, are not uncommon, 3 are pos- 
sible, 4 decidedly exceptional. Pub. 
licity campaigns may urge better use 
of cars for patriotic reasons, and 
slogans may abound. But while the 
campaigners are thinking up forceful 
slogans, Bill Smith and Mamie Jones 
are thinking, too. Between the slo- 
gans, which they understand are sub- 
ject to cash discounts, and their own 
ideas of what may happen, they reach 
a basic conclusion something like this: 

“T’ll share my car with anybody go- 
ing my way—that’s economical as well 
as patriotic. I’ll drive slower, and cut 
out the Sunday trips, and we'll stay 
around home for vacation. But my 
car is the best way to get to work, I'll 
use it as long as the tires last, and after 
that, something will be developed— 
this is a national problem.” 


Me effective than car sharing, 
because better adapted to actual 
conditions, has been the device of set- 
ting up “rail heads,” to which em- 
ployees can drive part way to work, 
and park their cars, boarding a com- 
pany bus. 

This has been done by individual 
companies, like an imaginary War 
Products, Inc., located in an industrial 
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Lengthening 


‘(oo rationing would 
method of lengthening th 


Life of Worker’s Car 


undoubtedly be the most effective 
e life of the worker’s car, and prob- 


ably nothing short of that, even in California, where gasoline is so abun- 
dant, will save rubber on the scale necessary in the present emergency. 
As early as February, many war plants set up transportation committees, 
and their job was to check employees’ car mileage, map double-up routes, 


plan walking areas, 


and ration retreads.” 





suburb, with employees driving from 
30 miles in several directions. The 
company designates parking lots from 
5to 10 miles around; the employee 
drives his car to a “rail head,” and 
there boards a chartered motorbus for 
the remaining mileage to the plant. 
Roughly, that cuts the private driving 
down to about half, and will double 
the life of tires. 

The busses are chartered from trans- 
it companies, and war-work shifts 
are such that the equipment is avail- 
able after the morning and evening 
peaks of downtown traffic. As the 
manufacturing company pays for the 
busses, it is permitted under state 
utility laws to make whatever charge 
it pleases for the service, collecting 
fares from employees, or running the 
busses free. Charging a nominal fare 
seems to be the plan most acceptable 
to everybody, and one plane company 
collects around one cent per mile, 
which is cheaper than driving one’s 


own car, and comes near covering 
charter costs. Employees pay fares 
willingly, and the company is willing 
to lose some money. 

But “rail heads” must assure safety 
of employee cars at parking lots where 
they will be protected against tire 
theft. When the plan was first con- 
sidered, it was suggested that em- 
ployees drive to any convenient spot 
and park their cars, and thought was 
given to suspending parking regula- 
tions along the roadsides. But tire 
thefts stopped that, and today war 
workers will not use rail heads unless 
they know that their cars will be safe. 


ASOLINE rationing would un- 
doubtedly be the most effective 
method of lengthening the life of the 
worker’s car, and probably nothing 
short of that, even in California, where 
gasoline is so abundant, will save rub- 
ber on the scale necessary in the pres- 
ent emergency. 
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As early as February, many war 
plants set up transportation commit- 
tees, and their job was to check em- 
ployees’ car mileage, map double-up 
routes, plan walking areas, and ration 
retreads. An employee seeking re- 
treads had to show that his car had 
been used for coming to work, not 
pleasure driving. Employees living 
within walking distance of a street car 
or bus line were required to use it. 
There was a large change-over to bi- 
cycles at that time, but now bicycles 
are restricted, and in June OPA made 
the committee system compulsory for 
all plants with more than 100 em- 
ployees. 

These regulations and changes have 
undoubtedly added billions of miles to 
the actual mileage needed to get Cali- 
fornia war workers to their jobs, and 
postponed the day when other trans- 
portation must be provided. But the 
day of doom approaches, nevertheless, 
and the railroad commission is work- 
ing with employers, public officials, 
utility men, and other agencies, to take 
up the load as it shifts from private 
car to common carrier. 

It is a complicated task, not easy, 
but with amusing angles. 

For example, San Diego got rid of 
55 vintage trolley cars two years ago, 
some being sold for conversion to 
bungalows, others broken up. 


Oo of the pleasures of a trip to 
New York, for Californians, had 
been to see the ancient street cars. 
The other day, San Diego was glad 
to get 20 of those New York museum 
pieces to patch out its rail facilities, 
was glad to find 30 more in Salt 
Lake City and Wilkes-Barre, grumbled 
about their condition—but liked them. 
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As goes San Diego, so goes California, 
which has long supplied Latin America 
with its discarded rolling stock, and 
would now be glad to get it back. 
Sleuthing goes on all over the land— 
Sherlock Holmes is abroad ; nothing on 
wheels is safe. 

In a Los Angeles residential suburh 
reached entirely by the home owners’ 
own cars, the rubber shortage has in- 
spired a market owner to apply for per- 
mission to run a motorbus line for his 
customers, one 12-passenger vehicle, 
taking a loss on fares. He had to go 
before the city board of public utili- 
ties and show that he was able to stand 
a hundred-dollar monthly deficit. The 
board granted permission, and pointed 
out some ways in which his deficit 
might be reduced through the codpera- 
tion of his customers. Applications 
are now being made to run horse busses 
on the same basis. 

The railroad commission had a rule 
prohibiting straphangers in intercity 
traffic, a sensible rule on long runs, 
compelling operators to add new equip- 
ment as passengers increased. But that 
rule has been suspended for the dura- 
tion—the only “out” for increased 
traffic. 


NX war-worker travel shifts to com- 
mon carriers, different plants will 
need different arrangements. 

Plant A is reached by rails, perhaps 
a single-track trolley line, or a railroad 
line, or even abandoned or covered 
trolley rails. The single line may need 
double-traiking ; the railroad line may 
be a branch, even a spur, used only for 
freight, which can be put in condition 
to haul passengers. 

What can be used for rolling stock? 

After all the old trolley cars have 
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CALIFORNIA’S WAR TRANSIT PROBLEM—“UNUSUAL” 


heen resurrected, and gone into their 
gqueak-and-rattle service, there will be 
ancient railroad coaches, and when 
those prove inadequate, freight cars 
may be used. We may find the famous 
“49 Hommes 8 Chevaux” in actual 
grvice instead of as a Legion conven- 
tion stunt—and what a laugh French- 
men might get out of that, if French- 
men could laugh. 

We are likely to see other revivals 
from our own transportation past, we 
who consumed the miles as we 
breathed the air. 

There was the “Modoc” train a 
generation ago, run by railroad com- 
panies for their shop employees. 
When the whistle blew, it rolled slowly 
past the car shops, the roundhouse, a 
string of old coaches, and the railroad 
men hopped aboard it as it moved; the 
rides were free, they hopped off when 
it reached their neighborhood. 

Something like that is planned by 
the California commission, if the 
worst comes—probably flat cars, fitted 
with canopies and rough seats, better 
than walking, or bicycling, and with 
low fares in keeping with the service, 
or even free rides on the company you 
work for. 


r other cases, war plants are at dis- 
tances from rails from one up to 


several miles, and for those conditions 
there must be either rail or bus con- 
nections. All abandoned street car 
rails in California were frozen after 
Pearl Harbor, for what might come, 
so steel will be available for these con- 
necting lines, and the rails may be laid 
down on pavements or concrete high- 
ways, with the least labor and grading 
—when they are needed, there will be 
no complaints from motorists! And 
on those rails, war workers will go 
cheerfully to the job by whatever hap- 
pens to be available in rolling stock. 

In still other cases, water transpor- 
tation will bridge gaps and replace 
automobiles. 

At one shipyard, 20,000 shipwork- 
ers were first transported in two 
dozen water taxis from the mainland, 
and now a 38-ton ferry, specially built 
for the service, transports them. 
Around the spacious reaches of one 
harbor, there are many water routes 
to be developed, with various types of 
watercraft to relieve pressure on rails 
and motorbusses, and replace the auto- 
mobile. 

Present estimates by the commis- 
sion show that about $12,000,000 
worth of connecting lines will be 
needed to provide war-time transporta- 
tion, and that raises the question, 
“Who is to pay?” 


e 


“In a Los Angeles residential suburb reached entirely by the 
home owners’ own cars, the rubber shortage has inspired a 
market owner to apply for permission to run a motorbus line 
for his customers, one 12-passenger vehicle, taking a loss on 
fares. He had to go before the city board of public utilities 
and show that he was able to stand a hundred-dollar monthly 
deficit. The board granted permission, and pointed out some 
ways in which his deficit might be reduced through the co- 


Operation of his customers.” 


149 


JULY 30, 1942 





PUBLIC UTILITIES FORTNIGHTLY 


Transit companies are in no finan- 
cial position to make these invest- 
ments, and if they were, there arises 
the possibility of a shorter war than is 
anticipated, and the scrapping of such 
investments. 

The answer is that the fellow most 
interested in seeing these emergency 
links built is Uncle Sam—and so, as 
soon as the need for a connecting link 
is reduced to a blueprint and an esti- 
mate, there starts a search for the 
alphabetical war agency or regular 
government department most inter- 
ested in getting the workers to the job. 


pg it is the War Depart- 
ment, sometimes the Maritime 
Commission, sometimes the Navy — 
for what part of the vast war program 
are these workers producing, and 


which agency is most interested in 
keeping them at work? Sometimes the 


problem is simple, as where the con- 
necting link is needed solely to reach 
a shipyard working on cargo carriers. 
When the Navy has shipbuilding on 
foot in the same locality, the search 
for a sponsor is either complicated, or 
you have two possible sponsors, which- 
ever way you want to look at it. When 
it is a question of a belt line to reach 
a large area with war work of every 
kind, then you go to Washington and 
throw yourself on the broad general 
bosom of your Uncle Sam. 

But beforehand, you do a lot of 
work, as was the case of one city, 
where a belt line railroad costing 
$1,700,000 is needed to link up the 
war industry of the area. Working 
with a local committee, the chief en- 


gineer of the railroad commission 
planned an emergency transportation 
system, with a staggered-hour system 
for stores and schools, blueprinted the 
workers to be served, the war indus. 
tries to be kept going, got to the point 
where money was needed, and applied 
to Washington, not only for the 
money but for authority to enforce 
staggered hours—cooperation was not 
being given to the necessary degree. 


N some communities, acute trans- 
portation problems must be solved, 
but not until the picture develops— 
new plants are under construction, 
thousands of workers will move in as 
they get into production, houses will 
be built for the workers, but facilities 
cannot be planned until actual condi- 
tions are known. New military fields 
and depots will bring transportation 
problems of the same kind, to be solved 
according to the duration of the war. 
Looking back six months to Pearl 
Harbor, the California commissioners 
and their engineers realize that little 
was known of the job ahead; that 
much has been learned by going out 
after facts as the situation developed; 
that thus far the diversified problems, 
little and big, pressing and not imme- 
diately pressing, have been solved so 
that transportation needs have been 
met; that come what may, solutions 
can always be found, provided you 
have enough facts, and use your head 
in adapting this facility or that, if 
something else isn’t available. 
Moreover, as the commission learns, 
the public learns, and falls in step. 
Everybody grows up together. 
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Keep the Ore Shipments 


Going on 


the Lakes 


Water transportation from the mines to the steel mills must 
not only be maintained, the author declares, but must be aug- 
mented; and he believes the most effective and least expenswe 
way to do this is to establish adequate air and ground forces 
near the Soo to foil any enemy attempts to destroy its locks. 


By FRANK M. 
; METROPOLITAN newspaper in the 


Middle West recently suggested 

that iron ore from the Cayuna 
range in Minnesota be shipped by 
barges from Minneapolis to Chicago 
and Pittsburgh over federally im- 
proved rivers, all with navigable chan- 
nels of 9 feet depth. It based its pro- 
posal on the possibility of the destruc- 
tion of the locks of the Soo canal by 
enemy bombers or sabotage. 

It cited that the ore could be shipped 
by rail from Brainerd, the principal city 
in that range, with a haul of 129 miles 
over favorable grades to Minneapolis 
and thence to Chicago on the Missis- 
sippi river and the Illinois waterway 
and to Pittsburgh via the Mississippi 
and Ohio rivers, with return cargoes of 
coal. This could be done, but the ele- 
ment of time is so important in our 
frantic preparation for war that its sav- 
ing may offset greater costs of trans- 
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portation. From readily available data 
it may well be doubted that the costs by 
the river routes would be anywhere 
near as small as by the lake carriers, 
whose rates are very low for large ton- 
nages of heavy commodities. 

The Lake Carriers Association cited 
that in 1940 the following rates per 
gross ton of ore were in effect to ports 
on the lower lakes: from the head of 
Lake Superior, 70 cents; from Mar- 
quette, Michigan, 62 cents, and from 
Escanaba, Michigan, 52 cents, with a 
rate of 42 cents to Lake Michigan 
ports. For return cargoes of coal from 
the lower lakes to the principal ports on 
Lake Superior the rates were 40 cents 
per net ton and 50 cents to Milwaukee 
and Chicago. 

The association also cited that in 
1940 the average ore cargo was 9,760 
gross tons (10,931 net tons), while one 
vessel established a record of 16,135 
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gross tons (18,071 net tons), the 
greatest ever carried to that time. That 
record is being surpassed by a carrier 
launched on April 25, 1942, with a 
capacity of 18,600 gross tons, and four 
others of identical design and capacity 
are under construction. In the lake 
traffic, ore cargoes are computed in 
gross tons of 2,240 pounds as compared 
with net tons of 2,000 pounds for rail- 
ways and most industries. 


bon distance from Brainerd to Chi- 
cago by rail varies from 535 miles 
by the shortest line to 570 miles by the 
longest, owing to the differences in 
mileage of the three major trunk lines 
connecting Minneapolis and Chicago. 
They have enviable records of efficient 
operation and would make possible the 
carriage of ore from Brainerd to Chi- 
cago in one day. 

For ore moving to Chicago via the 
rivers the total distance would be 965 
miles, of which 640 are downstream on 
the Mississippi and 325 miles upstream 
on the Illinois Waterway. Comparative 
data are not at hand for navigation 
speeds on the rivers, but the Federal 
Barge Lines require six days for the 
663 miles from Minneapolis to St. 
Louis and eight days for the return 
trip upstream, an average of only 4.58 
miles an hour downstream and 3.4 
miles upstream. 

This is not a fair statement of run- 
ning speeds since it includes the dead 
time at the various ports for unloading 
and loading freight. At a liberal esti- 
mate it may be assumed that the ore 
tows might have a speed of 8 miles an 
hour downstream and 6 miles an hour 
upstream. This would require three 
and one-third days to the mouth of the 
Illinois, where there still would be 325 
JULY 30, 1942 


miles of upstream navigation on the I]- 
linois waterway, requiring a little less 
than two days for a total of five days 
from Minneapolis as compared with 
one day by rail. For return cargoes of 
coal the time would be six and one-half 
days, for the current on the Mississippi 
would impose resistance analogous toa 
continuous adverse grade on a railway, 


NE cause, or rather 25 causes, of 

the low operating speeds on the 
upper Mississippi between Minneapolis 
and the mouth of the Illinois is found 
at the 25 dams with locks in that reach, 
These require time to “lock through” 
and are in large part responsible for the 
low operating progress. 

While the movement of ore and coal 
on the rivers between Minneapolis and 
Chicago should be adopted only as a 
last resort, their routing over the Mis- 
sissippi and Ohio holds even less 
promise. The distance from Minneap- 
olis to the mouth of the Ohio is 858 
miles downstream and thence 981 up- 
stream to Pittsburgh, a total of 1,839 
miles, requiring approximately eleven 
days in each direction, with 55 locks to 
pass through on the two rivers. Dis- 
tances by rail from Minneapolis to 
Pittsburgh range from 1,004 to 1,054 
miles over the three lines to Chicago 
and thence over two other efficiently 
operated railways to Pittsburgh, with 
a total time of about two days in trans- 
it. Cayuna ore now reaches Duluth 
by a rail haul of 118 miles for shipment 
by lake steamers. 


I the Cayuna range were the only or 
even the major source of the vitally 
needed ore and the Soo locks were de- 
stroyed, a choice would have to be made 
between the relative merits and de- 
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Tonnage of Freight through the Soo Canal 


CC PDECENT figures show that 111,000,000 net tons of freight passed 
through the Soo in 1941, exceeding the combined tonnage 

through the Welland, St. Lawrence, Panama, New York State, Man- 

chester, and Suez canals in the same year. Ore accounted for 83,000,000 

net tons, 11 per cent greater than in 1940, and stone, an essential for 

smelting the ore, for 283,000 net tons. All that traffic was carried in 

about eight months since the Soo and its approaches . . . usually are tce- 
bound from late November to late March or early April.” 





merits of the all-river and all-rail routes 
during the long period for their re- 
placement. In all probability both 
would fail in their efforts to keep the 
steel mills in production. In 1940 the 
Cayuna output of 1,707,900 gross tons 
(1,913,000 net tons) was only 2.7 per 
cent of the total of the ranges in Min- 
nesota, upper Michigan, and northern 
Wisconsin, and more than 90 per cent 
of that total was shipped by lake from 
ports on Lake Superior, with Duluth 
and Superior forwarding 60 per cent 
of it. 

In addition to the needs of the mills 
at Pittsburgh and Chicago, the latter 
including those at near-by Gary and 
Indiana Harbor, Indiana, mills at De- 
troit and Cleveland require large ton- 
nages and other shipments are made 
to other ports on Lake Erie for trans- 
shipment by rail to mills in the interior 
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of the states bordering on the lake. Ore 
for the United Steel Company in the 
Pittsburgh area is transferred at Con- 
neaut, Ohio. 

Escanaba, Michigan, near the 
northerly end of Lake Michigan, is the 
only port not on Lake Superior from 
which ore is shipped. It is 329 miles 
from Chicago by rail and approximate- 
ly the same by lake. For cargoes to the 
lower lakes the distances are about 200 
miles less than from Duluth and Su- 
perior. In 1940, slightly more than 5 
per cent of the total moving by lake 
was shipped from Escanaba from rela- 
tively near-by mines in northern Wis- 
consin. 


HILE there seems small chance 
that the Soo locks will be de- 
stroyed, it is well to study plans if it 
should occur and, more important, 
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what should be done for their protec- 
tion. It appears inconceivable that ene- 
my bombers and fighter planes could 
reach them even if they came to our At- 
lantic coast, but if the peril seemed 
probable an air base for their defense 
could be established at some near-by 
strategic point and sabotage could be 
prevented by a comparatively small 
FBI or Army force at costs markedly 
lower than any other plan to keep the 
mills supplied. Since Canada has an im- 
portant stake in uninterrupted passage 
through the Soo, the air base could be 
located in its territory if the site were 
deemed better suited for the purpose. 

If the locks were destroyed it not 
only would prevent the great shipment 
of ore from the Lake Superior ports 
until they could be replaced but also 
would impound all vessels on the lake 
at the time, further depleting the num- 
ber available for ore which had already 
been reduced by the transfer of some 
of the smaller vessels to the Atlantic 
service. 

Recent figures show that 111,000,- 
000 net tons of freight passed through 
the Soo in 1941, exceeding the com- 
bined tonnage through the Welland, St. 
Lawrence, Panama, New York State, 
Manchester, and Suezcanalsin the same 
year. Ore accounted for 83,000,000 
net tons, 11 per cent greater than in 
1940, and stone, an essential for smelt- 
ing the ore, for 283,000 net tons. All 
that traffic was carried in about eight 
months since the Soo and its ap- 
proaches, together with the Strait of 
Mackinac, usually are icebound from 
late November to late March or early 
April. Thus the ore boats must supply 
the needs of steel for the eight months 
of open navigation as well as ore for 
stock piles to keep the smelters going 


through the winter. The proposed 
shipment of Cayuna ore from Min- 
neapolis by river would be subject to 
the same handicap owing to ice condi- 
tions on the upper Mississippi and II- 
linois rivers. 


i ex period of obstructed naviga- 
tion through the Soo could be re- 
duced by ice-breaking vessels, as in the 
present year, which permitted the re- 
sumption of passage through the Soo 
a week earlier than any previous date 
of record. 

The importance of the early ship- 
ments of ore made possible by the ice- 
breakers in March is shown in the re- 
port that to May Ist of 1942 they were 
nearly 24 per cent higher than to the 
same date in 1941, and that in April 
they were 12 per cent greater than in 
the same month in 1941. Similar use 
of the ice-breakers near the end of the 
year would still further increase the 
flow of ore. 

If the Soo were put out of commis- 
sion, large amounts of money, essen- 
tial materials, and valuable time would 
be necessary for new facilities, no mat- 
ter what form of transportation was 
adopted. The docks at Escanaba would 
have to be greatly enlarged if ore from 
the Lake Superior ports were to be 
routed that way and a large increase in 
cars would be needed to haul the ore 
from Duluth, Superior, Ashland, and 
Marquette to that port, with rail hauls 
of 310, 306, 236, and 72 miles, respec- 
tively. If the Cayuna ore were to move 
by river, docks for the rapid and eco- 
nomical transfer from cars to barges at 
Minneapolis and from barges to cars 
at Chicago and Pittsburgh would have 
to be built and large amounts of steel 
would be necessary for adequate barges 
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to carry the traffic. If the ore were to 
move all rail, a great increase in equip- 
ment would be necessary at a time when 
it would interfere seriously with the 
supply of material essential for other 
armament demands as well as for 
civilian necessities. 


Kany importance of keeping the Soo 
in constant seasonal service is em- 
phasized by the action of Joseph B. 
Eastman, director of the Office of De- 
fense Transportation, on May 7th, 
when he prohibited shipments of grain 
on the Great Lakes by carriers of the 
United States except by special permits 
in order to transfer all possible vessels 
to the ore service. 

The order became effective on May 
15th and brought under ODT control 
340 ships with a gross capacity of near- 
ly 3,000,000 tons, with an average 
capacity of 8,800 tons. As has been 
noted the average ore cargo to United 
States ports in 1940 was 9,760 gross 
tons. 

The order affects “any ship, whether 
or not self-propelled, having a gross 
register of 1,000 tons or more, docu- 
mented under the laws of the United 
States or owned by a citizen of the 
United States, which transports or is 
capable of transporting cargo in bulk, 
but shall not include ships equipped 
with self-unloading devices.” Thirty- 


five ships of this latter class are shown 
in the registry. 

That Canada is in full accord with 
this action is demonstrated by the state- 
ment of A. L. W. MacCallum, director 
of shipping for that country, who said 
on the same date that in the two weeks 
prior to May 7th twelve Canadian lake 
vessels, under instructions from the 
Canadian Shipping Board, had entered 
the ore trade between Duluth and Lake 
Erie ports for American steel mills and 
anticipated that additional vessels 
would arrive at the ore-loading docks 
within the next few days. 


WwW" an unprecedented demand 
for ore in 1942, estimated at 
nearly 90,000,000 tons or about 50 per 
cent higher than in 1940, the action of 
the United States and Canada in di- 
verting vessels to the ore service and 
the construction in our country of five 
ore carriers with capacities of 18,600 
gross tons each, previously referred to 
herein, plus the possibility of extend- 
ing the season of navigation at the lat- 
ter end of the year by ice-breakers as 
was done in March, would make it pos- 
sible to reach that goal if—and it’s a 
big IF—the Soo is protected by the 
proper forces whose maintenance cost 
would be infinitesimal as compared 
with the loss of productive capacity 
and morale resulting from stoppage of 
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Michigan, is the only port not on Lake Superior from which 


q “EscanaBA, Michigan, near the northerly end of Lake 


ore 1s shipped. It is 329 miles from Chicago by rail and 
approximately the same by lake. For cargoes to the lower 
lakes the distances are about 200 miles less than from Duluth 
and Superior. In 1940, slightly more than 5 per cent of the 
total moving by lake was shipped from Escanaba from rela- 
tively near-by mines in northern Wisconsin.” 
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traffic during the ore-carrying season, 
to say nothing of the costs of recon- 
struction and the diversion of the 
necessary working forces. 

The writer does not pretend to pose 
as a final authority on this serious prob- 
lem, but a long experience in railway 
engineering and economics, intimate 
contact with the Mississippi and its 
principal tributaries between Min- 
neapolis and New Orleans, and a some- 
what casual knowledge of lake naviga- 


tion enable him to understand the im- 
portance of the inherent elements in- 
volved. He knows that the flow of ore 
from the northern mines not only must 
be maintained but probably greatly 
augmented and believes that the most 
effective and least expensive way to do 
this is to establish adequate air and 
ground forces near the canal to foil 
any attempt to destroy its locks if such 
an attack is seriously considered 
probable. 





Water Goes to War 


— takes water in addition to other materials—billions of 
gallons of water—to keep an army shooting. Water- 
works superintendents and employees are responsible for de- 
livering that water. When an antiaircraft battery goes into 
action, the shells fly—hundreds, even thousands of them—and 
for every pound of powder that explodes, 100 gallons of water 
has been used in its production. For every pound of steel shell 
or shrapnel sent skyward at the enemy, 66 gallons of water has 
been used. In terms of water, a heavy bombardment can well 
be compared to a good-sized fire. The water used to produce 
the shells is equivalent to the discharge from 50 fire hose throw- 
ing 500 gallons per minute each. A 40-mm. antiaircraft gun 
firing 120-140 shells per minute is equivalent actually to a 
stream of water of 29,120 gallons per minute. You can im- 
agine the water required to produce the shells when 20 or 30 
of these guns go into action against a flight of bombers!” 
—DeEwey JoHNSON, 
Writing in Cast Iron Pipe News. 
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Impact of War on Utility 
Rate of Return 


A quick method of determining the reasonable rate 


of return, by the use of a “risk factor 


” 


applied to 


Federal bond yields, suggested by the author for 
the exigencies of war, which method he believes 
would be of equal import in normal peace times. 


By ALFRED V. ROBERTS 


| ) J ar is basically a destroyer; 
not a builder. Nevertheless, 
under its exigencies, certain 
benefits are derived. Under the uni- 
form modulations of peace-time opera- 
tion, many inconsistencies or injus- 
tices remain unobserved. By contrast 
war, total war, by its stark and sudden 
application, magnifies the most obscure 
inconsistency to the point where he 
who runs may read. One such incon- 
sistency, or injustice to the consumer, 
is the fixed rate of return. 

Like Jacob’s coat which was of many 
colors, the functions of a regulatory 
body are, likewise, many. Unregulated, 
a utility would have a monopolistic 
status: One function of a regulatory 
body is to simulate, as nearly as possi- 
ble, competitive business conditions. 
Another function is to allow such util- 
ity a rate of return adequate to attract 
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new capital when expansion becomes 
necessary. In the endeavor to meet this 
latter requirement, an ample rate of 
return as of the date of decision, has 
been allowed. Then, stuck up on the 
shelf while the dust of the years ac- 
cumulated, it has remained operative— 
unchanged, perhaps, for a decade. In 
consequence, the consumer has suf- 
fered; the company’s expansion has 
been curtailed; so, also, has service to 
the community. 


_— illustrate: Suppose about 1934- 
1935, in a decision rendered by a 
regulatory body, a 7 per cent rate of 
return was considered necessary in or- 
der to attract new capital to a given 
company. At the time of this decision, 
long-term Federal bonds were selling 
to yield around 3 per cent. The average 
yield on public utility bonds was 
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around 5 per cent. Clearly by the year 
1940, when long-term Federal bonds 
were being gobbled up at an average 
yield of only 2.21 per cent and public 
utility bonds were selling to yield an 
average of but 3.25 per cent, a rate of 
return of 7 per cent would no longer 
be necessary in order to attract new 
capital to this company. Instead, a rate 
of return of perhaps 6 per cent would 
be adequate. 

Transposed into terms of rates, this 
one per cent differential means a very 
great deal to the consuming public. It 
also means a very great deal in terms 
of stifled business expansion for the 
company ; of service to the community. 

Continuing our example: By 1941 
long-term Federal bonds sold at an 
average yield of less than 2 per cent 
and public utility bonds at a little bet- 
ter than a 3 per cent average yield. At 
such time the proportionate rate of re- 
turn, necessary to attract new capital 
to the company, need not have been 
much greater than 5 per cent. This is 
almost a 2 per cent differential in the 
6-year interim since our 1934-1935 
decision. Transpose that into terms of 
overcharge of rates to the consumers; 
into terms of stifled business expansion ; 
of stifled service to the community. 


Y™ under ordinary peace-time op- 
eration, the 7 per cent rate of re- 
turn of our example would probably 
persist for a decade—or more. 

Today, under the exigency of total 
war, the utility companies are faced 
with rapidly rising operating expenses 
—trising salaries; rising cost of ma- 
terials; rising taxes, including the gi- 
gantic excess profits tax. Quite natural- 
ly, the operators are seeking to meet the 
issue by an increase in rates, 
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Regulatory bodies, on the other 
hand, are casting around for justifiable 
argument to forestall such rate in- 
crease. In so doing, among other 
things, they are fixing a critical eye 
upon the rate of return. The rate of re- 
turn, at best, has always been a rather 
arbitrary, haphazard affair. Today, 
they are seeking to put this on a sound, 
scientific basis. 

Experience has pretty well deter- 
mined the margin of return necessary 
to attract capital to a given company. 
With this experience to draw upon, it 
should not be difficult to quickly and 
equitably adjust the rate of return, year 
by year, without recourse to an expen- 
sive hearing. It is the purpose of this 
article to outline the establishment of 
such a procedure. 

An investor in a risk-free enterprise 
(actually there is no such enterprise) 
demands and receives a certain interest 
or usury for the use of his money. 
Where risk is involved, sufficient ad- 
ditional return on the investment is de- 
manded which, in the judgment of the 
investor, recompenses him for the haz- 
ard. The factor by which the risk-free 
investment must be multiplied, to give 
a suitable rate of return for an enter- 
prise involving hazard, is called the 
“risk factor.” 


| es practical purposes Federal bonds 
may be considered as representing 
our nearest approach to a risk-free in- 
vestment. By comparison, any other 
stable field of investment should re- 
flect a comparatively constant risk-fac- 
tor down through the years. This is 
illustrated in the chart on page 161. 
On this chart is plotted, by years, the 
yields on long-term Federal bonds. For 
comparison are also plotted the com- 
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Effect of Pearl Harbor on Electric Utilities 


“<> here, in Hawaii,” writes the author in a letter to the editor, 
“December /th placed us definitely on the battlefront. The im- 
mediate effect of this upon the electric utilities was a substantial reduc- 
tion in revenues received. The routine, nightly blackout eliminated the 
desirable street-lighting load. It also resulted in a sharp drop in resi- 
dential load. While consumption of energy for purposes in some cases 
stepped up considerably, the margin of profit on this additional load ts 
small. Operating expenses increased and revenues still showed a very 
sharp drop. Estimates, by company officials, of the earned rate of return 
for 1942 indicate a drop of approximately 1.5 per cent below that allowed 
in a recent decision.” 





posite average yields on public utility 
bonds as compiled by Moody. It will 
be noticed that variation, year by year, 
in the yields on Federal bonds is re- 
flected in a corresponding variation in 
yields from public utility bonds. The 
general trend of both is downwards. 
Theoretically, at least, there appears 
no reason why the allowable rate of 
return on a public utility’s rate base 
should not reflect, year by year, a cor- 
responding relativity in risk factor as 
shown by other investment returns. 
The money market, generally, is ex- 
tremely sensitive. It reflects values 
changing year by year, month by 
month, day by day, and even minute by 
minute. By contrast, the rate of re- 
turn on the capital investment of a pub- 
lic utility remains arbitrarily fixed. 
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| ern practice is for a regulatory 
body directly to allow a given rate 
of return on the rate base as of date of 
such decision. It would appear that 
greater equity in regulatory accom- 
plishment would pertain if the risk 
factor, resulting from such allowed 
rate of return, instead were fixed. The 
result, of course, would be precisely 
the same—as of the date of the de- 
cision. Its advantage, however, would 
lie in the fact that since the risk factor, 
and not the rate of return, is fixed, the 
rate of return thereafter would be as 
flexible as the money market itself. For 
regulatory purposes, the allowed risk 
factor would be applied and the rate of 
return changed’ annually. Thus, the 
rate of return for a given utility, like 
the yields on its bond issues, would al- 
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COMPARISON 


OF PUBLIC UTILITY BOND YIELDS RE- 


CEIVED WITH THEORETICAL YIELDS UNDER ASSUMED 
REGULATION—YEARS 1919 TO 1941, INCLUSIVE 
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ways bear a constant relationship to 
the yield on Federal bonds—our near- 
est approach to the risk-free invest- 
ment. 

In order to obtain a measure of the 
accuracy of this risk-factor method of 
extending the allowable rate of return 
from year to year, a mathematical com- 
parison has been made between the 
known yields on public utility bonds, 
and the theoretical yields which the 
public would have received on such in- 
vestments had they been regulated on 


the risk-factor basis. 

i ‘HE actual average yield on public 
utility bonds for the past twenty- 

three years (1919 to 1941, inclusive ) 
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was 5.11 per cent. This is the 23-year 
average yield determined by competi- 
tive, public bidding in the open mar- 
ket. Suppose, instead, the yields on 
these bonds had been regulated by some 
regulatory body on the risk-factor 
basis? We will take the known risk 
factor for the year 1939. For public 
utility bond averages, this was 1.47 
(3.48 + 2.36 = 1.47). Applying this 
risk factor of 1.47 to Federal bond 
yields, we get the theoretical utility 
bond yields as shown above. 

The above table indicates how close- 
ly the risk-factor method of determin- 
ing yields conforms to the yields ac- 
tually received. The 23-year average 
yield actually received by the investor 
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was 5.11 per cent. The 23-year aver- 
age, theoretical yield computed by the 
risk-factor method is 5.08 per cent. 


ow, let us assume that under the 

decision of some regulatory 
body a company had been allowed a 
6.25 per cent rate of return as of the 
year 1939. For that year the average 
yield on long-term Federal bonds, as 
reported by the Board of Governors of 
the Federal Reserve System, was 2.36 
per cent. Such 6.25 per cent rate of re- 
turn, then, would represent a risk fac- 
tor of 2.65 (6.25 ~ 2.36 = 2.65). 
Applying this risk factor of 2.65 to 
long-term Federal bond yields from 
1919 to 1941, we get the computed 
equivalent allowable rate of return, 
year by year, for such company. These 
computed values have been plotted on 
the accompanying chart. They repre- 
sent, for each year, the same adequacy 
of return—neither more nor less—as 
that determined for the year of the de- 
cision (1939) in our example. 


Plotted, also, are typical earnings by 
such fictitious company as conceived of 
in our example. To complete the pic- 
ture the earned rate for 1942, as esti- 
mated by the management of our theo- 
retical company, is also shown. 

The foregoing set-up is believed to 
be typical. Confronted with an esti- 
mated actual rate of return of less 
than 5 per cent, while a 6.25 per cent 
allowable rate of return still is opera- 
tive, we can imagine company officials 
crying out for an increase in rates! 


Fiera what do we find? 
Referring to our chart we find 
that for the year 1941 instead of a 
6.25 per cent rate of return, a value of 
5.17 per cent is more appropriate. For 
1942, projection of the graph would 
indicate a rate of around 4.5 per cent; 
by year’s end the actual value could be 
computed. 

In conclusion, there appears no rea- 
son why a rate of return should carry 
forward more or less indefinitely. 
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Where Does OPA Stand on 
Utility Rate Freezing? 


The recent appearance of the Office of Price Administration in utility rate 
cases has raised the question of how far this Federal war policy will super- 
sede the powers of the Federal and state commissions over public utility rates. 
The following statement of Harry R. Booth, utilities counsel, OPA, made 
before the executive committee of the United States Independent Telephone 
Association at Chicago on June 30th is a frank explanation of the Federal 
government's war policy in respect to utility rates and reasons for it. 


By HARRY R. BOOTH 
UTILITIES COUNSEL, OFFICE OF PRICE ADMINISTRATION 


S a representative of the Office of 
A Price Administration I should 
like to express our appreciation 
of the opportunity which you gentle- 
men have given me to talk to you in- 
formally today about problems of tele- 
phone rates and OPA’s price program 
and policies. 

At the outset let me make it clear 
that we recognize that OPA has no 
jurisdiction to fix public utility rates. 
My presence here today to talk to you 
does not mean that we are attempting 
to exercise jurisdiction over telephone 
rates now vested in Federal, state, or 
local regulatory agencies. 

While OPA is admittedly without 
power to fix utility rates, we have a 
grave and broad responsibility to the 
people of this country under the Emer- 
gency Price Control Act of 1942 to fix 
the maximum prices of nearly all com- 
modities and services, 
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a. Stabilizing prices and preventing 
speculative, unwarranted, and abnor- 
mal increases in prices; 

b. eliminating and preventing prof- 
iteering, hoarding, manipulation, spec- 
ulation, and other disruptive practices 
resulting from abnormal market con- 
ditions and scarcities caused by or con- 
tributing to the national emergency ; 


c. assuring that defense appropria- 
tions are not dissipated by excessive 
prices; 


d. protecting consumers and others 
from undue impairment of their stand- 
ard of living; and 

e. preventing a post-emergency col- 
lapse of values. 


I" vesting this broad authority upon 
OPA Congress has clearly recog- 
nized that the stabilization of prices 
and the prevention of inflation are in- 
dispensable to the success of the war. In 
recognition of the vital relationship be- 
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tween the success of the war, the pres- 
ervation of our basic economic struc- 
ture, and the responsibilities imposed 
on us by Congress, OPA has, as you 
gentlemen probably know, established 
maximum prices for practically ali 
commodities and services within its 
jurisdiction. 

In speaking to you today at a time 
when the nation’s energies are being 
concentrated towards the winning of 
this war, we believe we are familiar 
with the effect that war already has had 
upon your industry. We recognize, of 
course, the vital importance of utility 
services generally and telephone serv- 
ice in particular to the day-by-day ci- 
vilian life of the nation and to the suc- 
cess of the nation’s war effort. 

We recognize too that you gentle- 
men represent, so I am informed, 6,400 
companies operating 12,000 large and 
small independent telephone exchanges 
scattered throughout every state in the 
Union, and that without the service 
rendered by your member companies 
hundreds of thousands of farms and 
homes and many communities would 
be without the means of telephone com- 
munication. 

We know too that the war inevitably 
works hardships upon many, many 
small businesses. However, OPA be- 
lieves that our economy requires the 
continuation in peace and in war of 
small businesses whose operations are 
necessary for civilian life and the con- 
duct of the war. 

We recognize too that the war has 
already required substantial readjust- 
ment of your business operations, that 
you no longer have the freedom to ex- 
tend and expand your services for ci- 
vilian use that you had during peace 
time, that many materials and equip- 
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ment necessary for the maintenance of 
your property are now on the strategic 
or critical list, and that those materials 
once so plentiful in peace time must be 
devoted primarily to the manufacture 
of war materials. 

We recognize too that the war has 
required many of you to make substan- 
tial expenditures in connection with the 
rendering of services to Army camps 
and cantonments, and to many indus- 
trial plants which have sprung into 
operation as part of our over-all effort 
to mobilize industry to the sole task of 
winning the war. We believe, also, that 
you gentlemen have willingly joined in 
making a substantial contribution to 
the war effort. 


HILE I have indicated that OPA 
recognizes that it has no juris- 
diction to fix utility rates, nevertheless, 
we have concluded that the success of 
our own price program and policies re- 
quires participation by this office in the 
field of public utility rates. OPA has 
for some months maintained a trans- 
portation division which has appeared 
before regulatory agencies throughout 
the country in an effort to prevent in- 
creases in transportation rates which 
would adversely affect the costs and 
prices of commodities and services 
which are under OPA price control. 
Having decided that the mainte- 
nance of its program to stabilize com- 
modity prices and the cost of living 
requires participation in the field of 
utility rates, you men are probably and 
properly wondering, what is OPA’s 
utility program? Since we are only be- 
ginning our work in the utility field, 
it would be somewhat premature for 
me to come here with a detailed specific 
program. We want to learn more about 
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gies are being concentrated towards the winning of this war, 


q “IN speaking to you today at a time when the nation’s ener- 


we believe we are familiar with the effect that war already 
has had upon your industry. We recognize, of course, the 
vital importance of utility services generally and telephone 
service in particular to the day-by-day civilian life of the na- 
tion and to the success of the nation’s war effort.” 


e 


the utility industry’s problems by meet- 
ings of this character and discussions 
with regulatory officials clothed with 
final responsibility on utility rates be- 
fore we determine upon an over-all 
utility rate policy. 

Nevertheless, there are certain as- 
pects of the rate problem upon which 
we are prepared to take a position at 
this time. OPA believes that it has 
made, is making, and will continue to 
make a substantial contribution to the 
stabilization of costs and expenses of 
operation of all types of utilities. This 
fact should, we hope, to a very large 
degree, eliminate the need for general 
rate increases in the utility field. It is 
probably responsible for the fact that 
there are not now a great many utility 
rate increase cases pending before the 
various regulatory bodies or in the 
courts. In fact, in a number of cases 
utility rates are going down. 


HE second point I wish to make 

is illustrated by a recent case par- 
ticipated in by OPA. A certain utility 
made what appeared to OPA a very 
substantial rate increase in a state 
which had no regulatory agency. The 
company agreed to waive legal tech- 
nicalities and agreed to confer with our 
office on this matter. It appeared that 
the rate increase was initiated princi- 
pally because of threatened increases 
JULY 30, 1942 


in Federal income taxes. In the con- 
ference Dexter M. Keezer, deputy ad- 
ministrator, stated that OPA was op- 
posed to an increase in utility rates 
which rests primarily upon an attempt 
to pass on to ratepayers or customers 
Federal income or surplus profit taxes 
enacted by Congress for the purpose of 
carrying on the war. 

We believe that any other policy, 
whether applicable to utilities or to in- 
dustries generally, can only serve to 
bring about inflation and impair the 
basic efforts of OPA to stabilize the 
cost of living and commodity prices. 
We believe that Congress intended that 
those upon whom income and surplus 
profit taxes are levied should be re- 
quired to that extent to bear the bur- 
dens of the war. 

In adopting this policy we recognize 
too that in peace time commissions and 
the courts have generally allowed Fed- 
eral income taxes as an operating ex- 
pense before the determination of the 
income or return of a utility. However, 
a distinction may properly be made be- 
tween such income and excess profits 
taxes levied normally and those levied 
because of the expenses of conducting 
the war. 

Thirdly, OPA hopes that the same 
spirit of codperation indicated in the 
few instances in which we have had 
occasion to review utility rate problems 
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will be continued in the future. Our 
contribution to the utility rate problem, 
if we are to make one, must rest upon 
an appreciation that the problem of 
utility rates during the war has many 
national aspects and that OPA must 
properly concern itself with the prob- 
lems in view of its great responsibility 
to stabilize the cost of living and com- 
modity prices generally. 


regulatory agencies in the field and 
our desire is only one of friendly co- 
Operation towards them. 


i closing I wish to again thank you 
for the opportunity of appearing be- 
fore you. Since I am here to learn about 
your problems, I hope that you men 
will speak frankly about your utility 
rate problems as I wish to carry your 


views back to my associates at OPA 
in Washington. 


We recognize the primary legal 
responsibility of the many state and 





No Respect for This Kind of Old Age 


HE editor of the ARKANSAS GAZETTE (Little Rock) re- 

cently became intrigued with one of Mr. Ripley's “Believe- 
It-or-Not” items about an electric light bulb in a San Francisco 
home which has been in use for forty-five years. So he wrote 
the General Electric Company for an explanation. Shortly 
thereafter the GAZETTE published the following digest of a 
reply it received from C. L. Dows of General Electric’s photo- 
metric diviston, lamp department: 

“Forty-five years ago, in 1897, all incandescent lamps were 
made with carbon filaments, the metals tungsten and tantalum 
being then unknown to the industry. Because there was little 
technical information available about light output, uniformity, 
life of the carbon filament, and like matters, there were tre- 
mendously wide variations in individual lamps. Some would 
last a few hours and others for years. But in general the carbon 
lamps operated at low (yellowish-red) temperatures and could 
be expected to give relatively long service provided mechanical 
breakage of the brittle filament could be avoided. 

“Photometrician Dows does not seem astonished that one of 
those old-style lamps should have survived forty-five years of 
service. But then he utters what the owner of that relic of the 
incandescent lamp’s infancy might regard as some unkind 
words. From the viewpoint of efficiency and expense it would 
have been better if that bulb had died years ago, and the thing 
to do withit now is to ‘shoot tt at sunrise.’ What with blacken- 
ing of the glass from filament evaporation, it is probably giving 
out about one ‘lumen’ of light per watt of power consumed. 
A modern 15-watt bulb costing a dime would give approxi- 
mately twice the light output, and the current consumed—and 
recorded on the meter and the consumer’s monthly electric bill 
—would be something like one-fourth of that required by the 
1897 veteran.” 
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Wire and Wireless 
Communication 


HAIRMAN Lea of the House Inter- 
state and Foreign Commerce Com- 
mittee has indicated that he will appoint 
a subcommittee to assist in rewriting the 
Sanders bill to reorganize the Federal 
Communications Commission. This an- 
nouncement was made immediately after 
the hearings were closed on the measure, 
which would cut the FCC into two divi- 
sions and reduce the importance of the 
chairmanship now held by James Law- 
rence Fly. 

However, there was no indication as to 
when the redrafting committee would get 
to work. In view of the probability of 
some form of summer recess for Con- 
gress and demands of the fall campaign, 
even on a limited scale, Washington ob- 
servers thought there was slight chance 
for an FCC reorganization bill to get out 
on the floor of the House in time for ac- 
tion during the present session. If the 
bill fails to obtain final action in both 
houses of Congress before December 
31st, it will die with the session. This 
would make it necessary to start all over 
again next year. 

It was thought that this was the prob- 
able fate of the bill, notwithstanding the 
fact that a majority of the House com- 
mittee seem to be in favor of some sort 
of revision of the Communications Act 
of 1934. Even Chairman Fly, who ap- 
peared eight times in opposition to the 
bill, promised that he would collaborate 
with Representative Bulwinkle, veteran 
Democratic Representative of North 
Carolina, in rewriting certain provisions 
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of the present act so as to extend the ten- 
ure of broadcasting licenses. 


OM MISSIONER Craven, one of the last 
witnesses to be heard in the drawn- 
out hearings, was in conflict with Chair- 
man Fly and advocated the principal fea- 
tures of the Sanders measure. It was 
thought that the subcommittee rewriting 
the bill was likely to include Chairman 
Lea, Representative Bulwinkle, Repre- 
sentative Sanders, and two Republican 
members, one of whom probably will be 
Representative Youngdal of Minnesota, 
who has shown considerable interest in 
the bill. 

Representative Sanders, author of the 
measure, is said to have expressed satis- 
faction with the progress of the hearings, 
even though he was not optimistic over 
the possibility of decisive action on the 
measure at this session. He felt that a 
valuable record on the statutory and reg- 
ulatory problems of the FCC had been 
compiled, giving Congress a good run- 
ning start for a bill next year that would 
have a better chance of enactment. 


* * * x 


HE Federal Communications Com- 

mission on July 7th said there was 
evidence of delay “impeding the war ef- 
fort,” and ordered an inquiry “into ways 
to prevent telegraph message delays, and 
to gear telegraph operations more closely 
to war-time needs.” The commission 
said that it acted at the request of the 
Board of War Communications, com- 
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posed of representatives of the Army, 
Navy, State, and Treasury departments 
nd ihe : 

"The commission said the inquiry 
yould cover the speed, accuracy, and 
adequacy of telegraph service; possible 
improvement in operating techniques ; 
new technical developments and their 
feasibility during the war period; the 
quses of inadequacies in service; and 
the possibilities of prompt remedy. 


* * =* * 


s briefly announced in Pusiic UTILI- 
aoe FoRTNIGHTLY, issue of July 
léth, page 130, the U. S. Circuit Court of 
Appeals has ruled against the National 
labor Relations Board in a case involv- 
ing an organization of employees in the 
Southern Bell Telephone Company. As a 
result, the NLRB will probably appeal to 
the United States Supreme Court for a 
ruling that may go far toward setting 
up the discretionary boundaries of the 
functions of the NLRB in deciding be- 
tween independent union representation 
and union representation with national 
affiliation. 

In the Southern Bell Case the NLRB 
had ordered the company to disestablish 
an employees’ association unaffiliated 
with any national group. The U. S. Cir- 
cuit Court has vacated and set aside this 
order in a unanimous opinion by Judges 
Hutcheson, Holmes, and McCord. The 
court stated : 


The sole effect of the enforcement of such 

an order (effective in nine southern states) 
at this time and under the circumstances now 
confronting this country, would be to throw 
the company and the employees generally in- 
to a state of turmoil and confusion incident 
to a general organizational campaign. 
_For the court, upon this evidence at this 
time and under these circumstances, to de- 
cree its enforcement would be completely 
contrary to the policy of the Labor Relations 
Act as well as to public policy generally. 

This is another proceeding of the kind 
which, in form a complaint by the board 
against the employer, is in design and sub- 
stance an attack upon an unaffiliated organi- 
zation, hereafter called association, formed 
and chosen as representative by an over- 
whelming majority of the employees, the 
membership at the time of the hearing being 
17,775 out of a possible eligible list of 20,000, 
in favor of a nationally affiliated labor or- 
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ganization which wants to organize and rep- 
resent them. 

It has its spring in the successful efforts 
of the national organization as a part of its 
organizational campaign to enlist the board 
as accuser. 


The court explained that until 1940 no 
objection or protest was ever voiced by 
any employee against the association, but 
at that time a few employees at Shreve- 
port undertook with the help of Presi- 
dent E. H. Williams of the Louisiana 
State Federation of Labor and a Mr. 
Walker, representative of the Interna- 
tional Brotherhood of Electrical Work- 
ers, to perfect an electrical workers’ 
local there. 

Almost immediately thereafter Walk- 
er filed with the board, on behalf not only 
of the Shreveport employees but of all 
employees through the Southern Bell’s 
system in North Carolina, South Caro- 
lina, Florida, Georgia, Alabama, Missis- 
sippi, Louisiana, Tennessee, and Ken- 
tucky, charges that the company on Au- 
gust 26, 1935, had formed the associa- 
tion and effected contracts with it but 
that because of the company’s domina- 
tion of the association, all such contracts 
were invalid. 

The court added: 


We and other courts have pointed out the 
dangers to the guaranteed rights of employ- 
ees in a procedure which permits one of the 
organizations striving for the mastery over 
the other, to obtain the sponsorship of the 
board and enlist it as accuser to, in effect, 
prosecute the other organization before the 
board as judge. 

In its capacity as a trier of facts the board 
stands on the footing of a jury. Like a jury 
it must be impartial. Like a jury it may not 
<—— findings without evidence to support 
them. 

We think it clear that its (the NLRB) 
conclusion that petitioner dominated and in- 
terfered with the administration of the as- 
sociation (the employees’ group) and inter- 
fered with, restrained, and coerced its em- 
ployees in the exercise of their guaranteed 
right of self-organization and the choice of 
their bargaining representative, is without 
support in the evidence. 

We think it clear that the order of the 
board requiring the company to withdraw 
recognition from and disestablish the asso- 
ciation as representative of the employees is 
not an exercise but an abuse of the discre- 
tion confided in it. 

It is not appropriate to effectiuate; it de- 
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feats the policies of the act. For to give it 
effect will, on evidence not at all supporting 
the conclusion drawn, deprive the employees 
who have overwhelmingly and freely formed 
and chosen the association as their repre- 
sentative, in the exercise of their rights of 
self-organization, of the very rights the 
statute was enacted to guarantee to them. 


x * *K OX 


N June 26th the FCC indicated by 
O order that it was disposed to con- 
tinue with its investigation of telephone 
exchange rates in Iowa. This grew out 
of a recently attempted rate increase— 
an attempt which was dropped by North- 
western Bell upon request of OPA. Dur- 
ing that incident, the FCC ordered an in- 
vestigation into certain named border- 
line exchanges, upon the theory that 
those exchanges probably handled cer- 
tain interstate traffic, thereby giving rise 
to FCC jurisdiction. When Northwest- 
ern Bell withdrew the application for the 
increase as affecting such borderline ex- 
changes (and subsequently withdrew the 
increase entirely), it was thought that the 
FCC might let the matter drop. 

On the contrary, the FCC was appar- 
ently given an inspiration for asserting 
more jurisdiction. Upon investigation it 
appeared that some of these borderline 
exchange rates have been increased since 
1934—effective date of the Communica- 
tions Act. Therefore, the FCC, at this late 
date, is proposing to investigate not only 
these rates but also reasons for the fail- 
ure of the company officials to file tariffs 
all this time. 

The Iowa situation can be distin- 
guished from the recent Kansas City 
borderline exchange case, in which the 
U. S. Circuit Court held that the FCC 
had no jurisdiction. In the Kansas City 
Case, there is a regulatory commission 
having jurisdiction over local exchange 
rates in both Kansas and Missouri, the 
adjoining states in question. In Iowa, 
there is no such regulatory authority with 
respect to local telephone exchange rates. 
This makes a differenece, because § 
221(b) of the Communications Act 
(which the court interpreted in the Kan- 
sas City Case) forbids the FCC to exer- 
cise any control over local exchange rates 
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“where such matters are subject to regu- 
lation by a state commission or by local 
governmental authority.” 

ee ee 


eee Federal government, through 
the medium of the Export-Import 
Bank, obtained last month a directorshi 
on the board of the International Tele. 
phone & Telegraph Corporation. At a 
meeting of IT&T’s board in New York 
city, Warren Lee Pierson, president of 
the Export-Import Bank, was made a di- 
rector of the communications concern, 

IT&T, one of the most important con- 
cerns in international communications, 
recently arranged with the Export-Im- 
port Bank a revolving credit of $25, 
000,000. This credit, carrying a 4 per 
cent interest rate, is to be utilized by 
IT&T to purchase its outstanding deben- 
ture indebtedness in the open market at 
prices not to exceed 50 per cent of face 
value, and for expansion of facilities in 
Latin American countries in which the 
system operates. 

Mr. Pierson, who was general counsel 
for the Reconstruction Finance Corpora- 
tion, became general counsel and trustee 
of the Export-Import Bank when it was 
formed in 1934 and has been its presi- 
dent since 1936. He is a graduate of the 
University of California and Harvard 
Law School. 


* * ke xX 


Be may regard telephone equip- 
ment in subscribers’ homes, offices, 
and business establishments as realty to 
be included in assessments against tele- 
phone companies, the appellate division, 
fourth department, ruled on July 2nd. 
The decision resulted from a test case 
brought by the New York Telephone 
Company to set aside action of William 
F. Canough, Syracuse commissioner of 
assessment, in assessing the company’s 
property in that city at $700,000 in 1940 
and 1941, 
Commenting on this decision, the New 
York Herald Tribune on July 4th stated: 
With its income already cut by higher 
local, state, and Federal taxes, New York 


Telephone Company is now faced with a new 
levy which will run into several million dol- 
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lars a year as the result of the ruling of the 
appellate division upholding a lower court’s 
ruling that equipment of the company on the 
subscriber’s premises is taxable to the phone 
company as real estate. This would subject 
hand telephones and private branch ex- 
change boards to the varying real estate 
taxes of the municipalities throughout the 
state. New York city is understood to have 
assessed such property here at $60,000,000 
and stands to collect at least $1,500,000 an- 
nually at current tax rates, it is believed. 


ae a ae 


HERE was a 20 per cent increase in 

the toll calls placed by soldiers at 
Scott Field, Missouri, between seven and 
ten o'clock on June 30th after the men re- 
ceived their first pay checks under the 
new $50 monthly minimum, the South- 
western Bell Telephone Company re- 
ported recently. 

Officers at Scott Field said the soldiers 
were calling up either their “best girls or 
the folks at home” and telling them 
about “the raise” and talking about Army 
life in general. At times there were as 
many as six men lined up at a booth wait- 
ing for a chance to use the telephone. 

Telephone officials said that most of 
the calls from Scott Field were to per- 
sons living in the St. Louis metropolitan 
area, but that some were to Springfield, 
Illinois, and more distant points. 

No record was kept of calls from Jef- 
ferson Barracks, because calls from the 
barracks are “lost in the volume of St. 
Louis calls.” However, barracks officers 
said that there was “quite a run” on tele- 
phones there. 


* * * * 


r a move to give the greatest possible 
cooperation to the nation’s war effort 
and keep the lines of communication 
open for military and other vital govern- 
ment agencies, the Ohio Bell Telephone 
Company recently requested the public to 
restrict its long-distance telephone calls 
to key industrial centers beyond Ohio to 
definitely essential messages. 

“This applies particularly to calls to 
Washington, D. C., and we are request- 
ing subscribers to refrain from calling 
that city unless the reason for the call is 


connected with military or war produc- 
tion activities or involving cases of emer- 
gency,” said Paul W. Denning, the com- 
pany’s district commercial manager. 
“Even calls connected with the war 
should be restricted to those which are 
absolutely essential. We are also asking 
the public codperation in recucing the 
number of local calls and making the con- 
versations brief.” 

Mr. Denning suggested that when a 
situation arises that is sufficiently im- 
portant to warrant using long-distance 
service, an effort should be made to avoid 
the “peak” hours in making the call. 
Week-day periods when the “load” is 
not so heavy as in the “peak” hours are 
from noon to 2 Pp. M., between 5 p. M. and 
7 Pp. M., and between 9 p. m. and 9 a. M. 
Manager Denning pointed out that it is 
to the subscriber’s advantage in making 
calls during these periods of lesser loads, 
in that there is less chance of delay. 


*x* * *K 


M”™: than 300 members and guests 
of the Institute of Radio Engi- 
neers, opening a 3-day convention in 
Cleveland, Ohio, were assured on June 
29th that while the radio industry is “do- 
ing a tremendous job in the war effort,” 
there is danger of a “too confined com- 
partmentalization of knowledge,” result- 
ing in duplication of effort and conse- 
quent loss of contribution. 

The speaker was Arthur F. Van Dyck, 
institute president, who recognized the 
need for the “right kind and degree of 
secrecy,” but added that the directors of 
the IRE “view with some concern the 
present situation in the distribution of 
new technical information.” Mr. Van 
Dyck said: 

Each and every laboratory thinks of itself 
as self-sufficient and wholly competent, and 
while they may be so for short periods they 
cannot be so for longer periods of time. 
Mere codrdination through executive heads 
and committees is not importantly beneficial. 
Ideas come from the technical workers them- 
selves, and each worker is fertilized only by 
technical detail from other workers. Ideas in 
one field are more often “sparked” by work 
in other fields than by work in the same field. 
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Financial News 


Depreciation and Dividend 
Statistics 


HE SEC in the past has published 

statistics for subsidiaries of regis- 
tered holding companies showing for 
each company the proportion of revenues 
allowed for depreciation in the report to 
stockholders, and the same ratio based 
on the report to Treasury Department in 
connection with the payment of income 
taxes. 

John W. Houser, director of the pub- 
lic utilities division, has carried this idea 
a step farther and recently issued an 82- 
page report in which the total amounts, 
as well as the individual figures, are tab- 
ulated. Thus 168 companies during the 
10-year period 1930-39 charged about 54 
per cent more depreciation in their tax 
statements than in their stockholders’ 
reports. 

The 168 companies in the aggregate 
paid to common stockholders on the 
average about 81 per cent of the balance 
available after preferred dividends. 
However, if the figures were adjusted 
for the differences between tax and book 
depreciation, the dividend payments ex- 
ceeded the balance available by about 
$274,000,000, for the entire period. 

These figures were cited in the intro- 
ductory letter to Chairman Purcell and 
some given considerable publicity in the 
financial pages of the newspapers. In our 
opinion it might have been a little more 
considerate to have cited the most recent 
figures, rather than including in the pe- 
riod six years which elapsed before the 
Utility Act became fully effective. Thus, 
in 1939 the excess of tax depreciation 
over book depreciation for the 168 com- 
panies was only 2.67 per cent of revenues 
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and 
Comment 


By OWEN ELY 


as contrasted with 6.16 per cent for the 
period 1930-34. Moreover, in 1939 the 
companies as a whole paid out less in 
common dividends than the adjusted 
available balance, although in the period 
1930-34 there was a deficit of 3.82 per 
cent of revenues. 

A special tabulation, including a larger 
number of companies for the year 1940, 
showed a balance of about $17,000,000 
after payment of common dividends 
(after adjustment for the tax rates of 
depreciation). 

The report contains an interesting de- 
scription of the depreciation rules and 
regulations of the Bureau of Internal 
Revenue. 

It is unfortunate for the utilities that 
in past years their reports to the Treas- 
ury Department in many cases showed 
very heavy depreciation charges. This 
meant that they were able to show small- 
er income and pay less taxes for those 
years, but this now has the effect of re- 
ducing their “average earnings” base for 
figuring exemptions under the heavy ex- 
cess profits tax imposts. 


» 
Setback on Taxes 


Penick change in the House j 


committee corporation tax pro- 
posals has reduced the excess profits tax, 
but raised the normal-plus-surtax rate. 
The various ratios are as follows: 
Normal 
plus 


Surtax 
Rate 


Excess 
Profits 


1941 act 

Morgenthau proposal ... 
Former House proposal. 
Latest House proposal.. 87% 
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‘Consolidated Edison 

American Gas & Electric 

Columbia Gas & Electric 
Commonwealth & South. (pfd.) .. 
Commonwealth Edison 

Public Service of N. J. .......... 


Paid no excess profits tax in 1941. 


Under the latest revision, the proposed 
post-war refund of 14 per cent of the 94 
yer cent excess profits tax is abandoned. 

These latest changes in the House tax 
bill would have the above estimated 
efects on earnings of representative utili- 
ties, according to Dow-Jones. 

In general the new proposals would 
oly aid those companies whose excess 
profits tax credit is less than 57 per cent 
of net income before taxes ; they permit 
sich companies to retain 124 per cent of 


Former 

House Proposal Latest House Proposal 

(94-40 Taxes) 
$1.60 


(874-45 Taxes) 
$1.40 


e 


excess profits compared with only 6 per 
cent under the original proposals. 

It is probable that further changes 
will be made in the bill before it is final- 
ly passed by the House and Senate. It is 
unfortunate, however, that the injustice 
of these taxes as applied to the utility in- 
dustry has not yet gained effective rec- 
ognition from Congress. Utilities differ 
from all other industries (except per- 
haps the railroads) in that their earnings 
are largely limited by state regulation to 


MONTHLY REVENUES OF THE GAS INDUSTRY 


Manufactured Gas 
194] ----- 
1942 


= 
So 


Millions of Dollars 
& 
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about 6 per cent on investment. This is 
indicated by the figures below, com- 
piled for all class A and B electric utili- 
ties (operating companies only) by the 
Federal Power Commission, 


NOTHER way in which utilities differ 
from other industries is the smaller 
proportion of common stocks which 
tends to multiply the effects of increased 
taxes on the junior securities. According 
to the balance sheet for all class A and 
B electric utilities as tabulated by the 
FPC, long-term debt constitutes 47 per 
cent of total capitalization. The capital 
stock figure is not subdivided as between 
preferred and common, but in 1940 pre- 
ferred dividends were about 28 per cent 
of total payments. 

This method of capitalization has long 
been customary in the industry; and, 
while the SEC has urged the reduction of 
bonded debt below the 50 per cent level 
for some individual companies, the in- 
dustry as a whole should not be penalized 
for its present capital set-up. 

Squeezing excessive taxes out of the 
common stockholder will make it im- 
practicable to sell new common stock, 
thus making it difficult for the industry to 
continue its normal growth. 

The utilities should be permitted to 
figure normal taxes before excess profits 
taxes—they should not be compelled to 
pay excess profits taxes on the normal 
earnings as allowed them under stringent 
state regulations. 


ee 
Associated Gas Trustees 


Report Progress 


N a recent 65-page report outlining 
their work since appointment, trus- 


Total utility plant, 1940 


tees Willard L. Thorp and Denis J. 
Driscoll of Associated Gas & Electric 
Corporation summarized as follows the 
progress toward rehabilitating and reor. 
ganizing the billion-dollar system: 


(1) Over $150,000,000 new system 
securities have been sold (including 
some new money issues), affecting an. 
nual savings in interest and preferred 
dividends of over $1,450,000 (equiva. 
lent to about 14 per cent of 1941 net 
income) ; in addition, Jersey Central 
Power & Light Company, not con- 
trolled by the trustees, issued $43,500, 
000 bonds and notes. 

(2) Bank loans at the end of last 
year had been reduced by nearly $10. 
000,000, to around $4,650,000. 

(3) Twenty-seven deals for sale of 
property were closed or placed under 
contract, and 31 useless subsidiaries 
were eliminated. 

(4) Two hundred and ninety-six 
Federal tax cases (a hangover from 
the Hopson régime) were settled, leay- 
ing 42 pending. 

(5) Many rate adjustments have 
been worked out so that at the begin- 
ning of 1942 there was only one formal 
rate proceeding against system com- 
panies, compared with 20 when the 
trustees assumed office. 

(6) Consolidated cash position has 
improved in two years by nearly $10; 
000,000, reaching $21,120,000, despite 
increasing construction expenditures 
which last year amounted to $39,00- 
000. (Of course, these results could 
not have been accomplished if interest 
had been paid on the Corporation’s 
outstanding bonds, since the cash was 
largely retained by the operating 
companies. ) 


$14,406,986,600 


Less reserve for depreciation and amortization of utility plant 1,912,974,00 


Net utility plant 
Current and accrued assets 


Total utility operating income, 1940 


Ratio of earnings to net plant, etc. ............ 


‘dha acne eae 25 5.9% 


$12,494,012,600 
1,122,902,400 


$13,616,915,000 
$304,887,000 
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Control of “Mokan” May 
Change Hands 


ANHANDLE Eastern Pipe Line Com- 
= which transports natural gas 
fom the Texas and Kansas fields north- 
astward as far as Michigan, was de- 
gribed in this department in the March 
2th issue (page 363-5). 

Columbia Oil & Gasoline (Columbia 


toshare control of Panhandle with Mis- 
guri-Kansas Pipe Line (“Mokan’”) 
through equal ownership of the common 
sock, but later gained the voting control. 
Its stock has been trusteed since 1936 be- 


cause of government charges that Co- 
lumbia had violated the antitrust laws. 
Mokan now owns 43 per cent of the com- 
mon. While the financial program effect- 
ed last March partially cleared up the re- 
lations between the Columbia companies, 
Mokan and Panhandle, Columbia Oil 
still remained in nominal control and 
both the Department of Justice and the 
SEC favor divestment of such control. 
A number of deals to effect such\re- 
linquishment have been discussed in re- 
cent years, but a new proposal is that 
Phillips Petroleum shall buy the entire 
Columbia Oil holdings of Panhandle 
(404,326 shares) for $10,435,654, or 
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$25.81 a share. Phillips would then sell 
one-half of the stock to Mokan at the 
same price. Thus the new equity set-up 
would be approximately 68 per cent 
Mokan, 25 per cent Phillips, and 7 per 
cent public, as contrasted with the pres- 
ent set-up of 50 per cent Columbia, 43 
per cent Mokan, and 7 per cent public. 
Upon consummation of the deal it is un- 
derstood that President Maguire of 
Mokan will become chairman and chief 
executive officer of Panhandle. A new 
president will be selected, and Phillips 
Petroleum will, it is understood, have 
three directors on the board. 


OLUMBIA Oil after completion of the 
deal proposes to pay off its deben- 
ture bonds and to distribute $1 a share as 
a liquidating dividend to its common 
stockholders. (Columbia Gas, as holder 
of all the preferred stock, will obtain all 
remaining assets.) The common stock is 
currently quoted slightly below 1. As 
part of the deal Panhandle Eastern will 
retire at par $1,000,000 class B preferred 
stock beneficially owned by Columbia 
Oil. (The SEC recently ordered the 
stock canceled.) 

The purchase would be financed joint- 
ly by Phillips Petroleum and Mokan by 
means of a $10,000,000 bank loan to be 
obtained from the New York Trust 
Company and to mature over a period of 
five years. As part of the deal Mokan 
would cancel all litigations now in 
progress against Columbia; the SEC 
would be asked to waive its competitive 
bidding rule; and Panhandle would re- 
ceive a large acreage of gas reserves now 
owned by Phillips, while Phillips would 
also obtain an important outlet for its 
large gas reserves. The whole program 
is subject to approval by the SEC and by 
the stockholders of Columbia Oil. 


* 
End of Drought Aids Hydro 


Earnings 
F2 the past two years the utilities in 


certain sections of the United States 
—particularly the Northeast, the Tennes- 
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see area, and the Pacific Northwest 
have been handicapped by recurrip; 
droughts. This difficulty is now ende 
and reservoirs are again well filled, 
This is a favorable earnings factor fo 
many utility systems which last ye, 
were forced to use expensive stand-h 


steam plants can be built to operate more 
cheaply than new hydro plants, in most 
cases the steam plant is more expensive 
During the past five years it is esti 
mated that steam and hydro plants have 
been used to about the following per- 
centages of their maximum kilowatt 
hour capacity. The figures represent the 
ratio between kilowatt-hour output for 
the year, and maximum theoretical ca- 
pacity (derived by multiplying the mean 
of capacity for the beginning and end of 
year by 8,760, the maximum number of 
hours per year). 
Hydro 
49% 
48 
45 
48 
48 
45 
HILE the use of hydro plants has 
varied surprisingly little consider- 
ing the drought, the use of steam plants 
has expanded sharply due to the use of 
stand-by plants and the greater load on 
regular plants. It is probable that more 
efficient use was made of available hydro 
power by increased interchange, so that 
low reservoirs did not prove too great a 
handicap. However, it is likely that great- 
er use can be made of the nation’s water- 
power plants. Thus, in the month of 
April net generation by hydro plants in- 
creased 16 per cent over last year, com- 
pared with a gain of 114 per cent for 
fuel-burning plants. 
It is difficult to estimate the financial 
benefits to the companies which own or 
purchase hydro power. It seems prob- 
able that in many cases stand-by plants 
may continue to operate, due to the in- 
creased demands for electricity by wat 
industries. However, in other cases in- 
efficient stand-by operations may be cur- 
tailed, thus benefiting net earnings. 
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INTERIM EARNINGS PER SHARE 
End of 12-month Period 3-month Period 
civic and Gas Companies Periods Last Prev.Incr. Last Prev. Incr. 
American Gas & Elec. Consol. ....... May $2.58 $2.90 Dil $.55 $ .69 D20 
Amer. Power & Lt. (pfd.) Consol. ... May 414 634 D35 aa 146 D50 
Parent Co. Mar. 3.79 4.52 D16 51 68 D25 
American Water Works Consol. ..... Mar. 89 1.11 D20 06 .28 D79 
Parent Co. ‘ 42 AUER D.05 Nil is 
Boston Edison Mar.  3.79(a)2.93(a) 29 1.39(a) 1.27(a) 9 
Cities Service P. & L. (pfd.) Consol. .( 40 5.76 D24 oH Be = 
Parent Co. Dec. 16. 70 D40 a “a yes 
Commonwealth Edison Consol. ....... , 78 31 D23 R : D27 
Com. & Southern (pfd.) Consol. ..... . h D3 : i D25 
Consolidated Edison, N. Y. Consol. ... : A 11 D10 ‘ ‘ D10 
Parent Co. i D19 
Cons. Gas of Baltimore Consol. ...... Di 
Detroit Edison Consol. ........22e000- 
Elec, Bond & Share (pfd.) Parent Co. 
Elec. Power & Lt. (1st pfd.) Consol. 
Parent Co. 
Engineers Public Service Consol. ..... 
Parent Co. 
Federal Light & Traction Consol. ... 
Indianapolis P. & L. Consol. ......... 
Long Island Lighting (pfd.) Consol. 3 
Parent Co. Mar. 5.98 
Middle West Corp. Consol. .......... Mar.(b) .24 
: Parent Co. Mar.(b) : i oa e: ee 
National Power & Light Consol. .... M 68 : : ; D65 
Parent Co. May : : : oe a 
Nor. States Pwr. (Del.) Consol. (Cl. A) Mar. ; ; : 88 
Ogden COED. «sven seine ccelscassles cence Dec. i : a BS 
Pacific Gas & Electric Consol. ........ Mar. 
Public Service. @€ Inds: i cciceccecwess May 
Public Serv. Corp. of N. J. Consol. .. May 
Southern California Edison Mar. 
Stand. Gas & Elec. (pr. pfd.) Consol. Mar. 
Parent Co. Dec. 
United Gas Improvement Consol. ..... Mar. 
Parent Co. 
United Lt. & Power (pfd.) Consol. .. 
Parent Co. 


D35 
D24 


D6 
D51 
D10 
Dil 


SION Ninw& ov ON 
VSRVSRKSBVRSAK 


. Me 


Gas Companies 
American Lt. & Traction Consol. .... 
Brooklyn Union Gas 
Columbia Gas & Electric Consol. ..... 
El Paso Natural Gas Consol. ......... 
Lone Star Gas Consol. .......ccceeees 
Northern Natural Gas Consol. ........ 
Oklahoma Natural Gas 
Pacific Lighting Consol, ...0cssescece. 
Peoples Gas Light & Coke Consol. ... ; 4 
Southern Natural Gas Consol. ........ r. 2.01 
United Gas Corp. (1st pfd.) Consol. . 16.63 
Parent Co. 11.97 8.30 
Telephone and Telegraph Companies 
American Tel. & Tel. Consol. ......... ’ 10.36 =:11.22 
Parent Co. Z 9.98 10.18 
General Telephone Consol. ..........- Mar. 2.51 2.93 
Western ‘Usiai Wek bsscedccsisececes Apr.(c) 1.96 2.04 D3 
Systems outside United States 
Amer. & For. Pwr. (1st pfd.) Consol. Mar. 6.76 6.21 
Parent Co. Mar. 4.67 3.17 48 


Sr Phwwwri N: 
un b= Ww 
NYARSARARAE 


—y 


D—Deficit or decrease. : ; 
(a) Before Federal taxes, “no reasonable estimate” of which can be made. 
(b) Three months (twelve months’ statement not issued). (c) Four months. 
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A New Approach to Regulation 


Wwe a utility should earn under 
some regulatory formula is neces- 
sarily an abstract and theoretical conclu- 
sion. What it needs to pay its bills and 
maintain its credit is real and practical. 
Unless it meets that need it cannot sur- 
vive. This pragmatic distinction is one 
that must be especially stressed during a 
period of rising expenses, taxes, and 
possible inflation. 

In a recent 3-part article, published in 
both Telephony and Telephone Engineer, 
organs of the telephone industry, Walter 
J. Herrman, vice president of Telephone 
Bond & Share, sets forth what he calls 
the “rule of necessity” by which he claims 
that facts instead of formulae can pro- 
vide the solution to the utility rate 
problem. 

Mr. Herrman points out that the re- 
cent Supreme Court decision in the Nat- 
ural Gas Pipeline Case (which comes at 
a time when utility equities are selling at 
unprecedentedly low prices) gives the 
regulatory commissions the necessary 
liberty of action to consider and perhaps 
promulgate such an original approach as 
he proposes. (See 42 PUR(NS) 129.) 

In a 20-year period from 1910 to 1930 
approximately $20,000,000,000 of capital 
was expended by utility industries in the 
gas, electric, and telephone fields. Never 
in history, said Mr. Herrman, has a 
single industry required so large a sum 
in so brief a period. Furthermore, these 
funds did not come easily. It was a pe- 
riod of great competitive demand for 
money which happened to run concur- 
rently with the demand made by the in- 
fant automotive and oil industries and 
other businesses which had begun to 
burgeon before World War I. 


FFSETTING such negative considera- 
tion was the assurance that regu- 
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lation would allow, if not guarantee, a 
fair and reasonable rate of return. This 
argument was effectively used in the sale 
of diversified utility securities. We re. 
call the slogan, “Let your dividends pay 
your light bills.” 

Even so, early financing, particularly 
equity financing, was difficult. Manufac. 
turers had to take stock or nothing, 
Scarcity of hard cash resulted in a heavy 
senior lien position. Owing to improve. 
ments in the art and growth of the in- 
dustry, no adverse effect was felt until 
the depression of 1932. On the contrary, 
the leverage provided by common stock 
turned out temporarily very profitably. 
Unfortunately, these increments were 
frequently capitalized and carried into 
holding company earnings on the ex- 
pectation that they would go on indef- 
nitely. 

Then came the disastrous effect of the 
depression year, when top-heavy pyra- 
mids collapsed in the holding company 
field and a wave of regulatory reform in 
the guise of the SEC, the FPC, and the 
FCC, as well as a rate reduction cam- 
paign by the state commissions, came 
into existence. Mr. Herrman continued: 


The straw which now threatens to break 
the camel’s back, and which may be said to 
be largely responsible for the latest sinking 
spell in the utilities, has been the proposed 
new Federal tax bill. To industry in general, 
the new taxes are heavy, but through 1941, 
at least, the majority of companies were 
able to report increased net earnings, in spite 
of greatly increased taxes. Reference to the 
April, 1942, issue of the National City Bank 
Bulletin indicates that 2,540 major corpora- 
tions, with an aggregate net worth of $9/,- 
000,000,000, enjoyed an average gain in net 
income for 1941 over 1940 of exactly 20 per 
cent. Included in this group were 151 utili- 
ties with a net worth of $9,000,000,00, 
which reported a composite Joss in net in- 
come of 5 per cent in the same period. What 
happened, of course, was that the majority 
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WHAT OTHERS THINK 


of industrial concerns have not been able to 
increase their volume of business, but have 
either increased their selling prices or de- 
creased their costs to a point where the net, 
after taxes, was larger in 1941 than in 1940. 
The utilities had an increase in volume also, 
but the average selling price of their prod- 
uct continued, under the artificial function- 
ing of regulation, to decrease, although 
operating costs and taxes increased substan- 
tially. 

AS if the problem of declining unit reve- 
nues was not a sufficient hurdle to over- 
come, the average utility faces a further 
embarrassment arising out of the peculiarly 
adverse effect of a heavy income tax on a 
corporation having a large percentage of 
preferred stock in its capital structure. Fed- 
eral taxes are calculated on net income after 
bond interest, which includes the income 
available for the preferred, but the actual 
payment of this sum comes entirely out of 
the earnings for the common, at least as 
long as any such earnings are available. 
Thus if the capitalization is half in 6 per 
cent preferred and half in common, and 
earnings are 6 per cent before taxes on the 
total, a tax of 50 per cent would have the 
effect of wiping out completely the earnings 
for the common stock. Unfortunately, too, 
the possibility of recouping such losses 
through rate increases is complicated by the 
fact that a substantial part of any increases 
goes right back into more taxes. The net re- 
sult of these various factors, as reflected in 
the securities markets, has been an almost 
complete collapse of confidence in utility 
equities on the part of the investing public. 


r view of this situation, the author 
warns that no new equity money will 
be available to the utility industry until 
confidence is restored to the point where 
stocks can be sold on a 7 or 8 per cent 
basis. Under such circumstances, dis- 
cussion as to the elements of “value” be- 
comes purely academic. What is needed 
isa common sense approach to rate mak- 
ing, one which demands the whole-heart- 
ed codperation of the various commis- 
sions, taxing authorities, and representa- 
tives of the industry. 

The author’s thesis then is that rates 
must be based on what a utility needs to 
eam rather than what it should earn un- 
der some hypothetical formula. 

Mr. Herrman’s second article con- 
tained a chart based on 1941 statistics of 
144 independent class A telephone com- 
panies. It showed that of each revenue 
dollar about 42 cents went for wages, 5 
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cents for materials and supplies, rents, 
and miscellaneous, and about 16 cents to 
pay taxes, 15 cents for replacements, and 
about 22 cents for return on approxi- 
mately $4.55 of capital supplied to build 
the telephone plant. This would indicate 
that if lower rates are the objective, sav- 
ings must be made in wages and in return 
on capital. Since the former is becoming 
fairly well stabilized as a matter of social 
policy under the prevailing government, 
some cut in the cost of the capital is the 
logical alternative. Mr. Herrman dis- 
cusses this point: 

To begin with it seems important to dis- 
tinguish between “cost of capital” and so- 
called “profits,” particularly as the latter 
term has been used in recent months in con- 
nection with proposals for the arbitrary 
limitation of such “profits” to some fixed 
percentage during the war emergency. In 
common usage the word profit is taken to 
mean excess oi selling price over cost. Thus 
if a share of stock or a bond is purchased at 

and sold at $90 the indicated profit is 

10. But if the stock or bond is retained and 
pays the purchaser $4 a year dividends or 
interest, the result is ordinarily not con- 
sidered a profit, but rather a return for the 
use of the funds. In a business operation, the 
word profit is generally applied to whatever 
is left over after paying all contractual 
costs. 

Only when this balance (after the pay- 
ment of contractual costs) pays a return 
to capital, invested on a noncontractual 
basis which is over and above the pre- 
vailing value of “risk” capital, can there 
be any “profits” in the true sense of the 
word. The fact that a utility is a regu- 
lated enterprise makes little difference 
since it must obtain funds for plant con- 
struction in a nonregulated competitive 
market. 


r. Herrman said this does not mean 
that the return to the investor 
should be excessive. The investor does 
not as a rule want that. He generally 
wants assurance against a reduction in 
the amount of return or an actual loss of 
principal. Earning trends and political 
atmosphere are more important than a 
particular rate. Prior to 1928 these 
were favorable. Since then they have 
been unfavorable for utilities. 
The writer stresses the danger of com- 
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placency about the present plight of the 
utilities and the need for more practical 
assistance than sympathetic statements 
of policy from the SEC. He concludes: 


In such circumstances as these, it seems 
that the most effective long-range solution 
must be a campaign of education, looking 
to a gradual revival of utility earning power 
in the first instance, with a revitalization of 
investor confidence as the ultimate objective. 
Management must be educated to under- 
stand that in the life of every business there 
comes a time when economics takes prece- 
dence over operations, and unless the eco- 
nomic structure can be kept sound, oper- 
ations must suffer. 

The public must be educated to distinguish 
between profits and the costs of capital and 
to understand why it is necessary to pay for 
the use of a utility facility just as one pays 
rent for a piece of land or a building, or in- 
terest on a loan. 

The taxing authorities must be educated 
to understand corporations are only a con- 
venient legal medium for the translation of 
the combined savings of a large number of 
individuals into physical facilities for the 
economic production of goods or services, 
and that corporation taxes simply add an- 
other element to cost through the substitu- 
tion of the corporation for the tax collector 
in abstracting funds for the ultimate con- 
sumer. 

Finally, the regulatory bodies must be 
educated to appreciate that the longest way 
’round is sometimes the shortest way home, 
and that if a rate increase today will pre- 
serve the solvency of a company for tomor- 
row, future commissions may have the satis- 
faction of seeing a great rejuvenation of 
the industry, rendering new and presently 
undreamed of services to millions of new 
customers—at costs and rates lower than 
ever before. 


Of course, this is a long-term remedy ; 
and many utilities are up against an im- 
mediate bread-and-butter problem. In 
such cases Mr. Herrman suggests 


straightforward appeals to subscribers 
and regulatory authorities. 

Where a utility has its own secur. 
ties outstanding in the hands of the 
public at readily available market prices 
its financial needs can be easily calculated 
without reference to a rate of return, 

The sum total of its fixed charges, 
plus an amount on common stock suff. 
cient to maintain a public market, is the 
answer. Anything less would check the 
flow of new capital—destroy the com- 
pany’s credit. Anything in excess would 
be unnecessary. 

But where a company has been pri- 
vately financed, Mr. Herrman suggests 
an approximate yardstick based on con- 
parable concerns whose securities are 
available in an active public market, 
Such practical data can be submitted in- 
formally to regulatory commissions 
quickly and inexpensively. 


N his third and concluding insta- 
ment, Mr. Herrman turns his prin- 
ciples to practice and presents factual 
data as to current capital costs of a typi- 
cal independent telephone company. Ex- 
pressed as a percentage, Mr. Herrman’s 
end figure of 8.8. per cent, which he con- 
cludes is the minimum economic retum 
required, compares with average earn- 
ings of 144 class A independents in 1941 
of 4.9 per cent on total investment, and 
6.3 per cent on total investment less de- 
preciation reserves. Mr. Herrman states 
further that this gap will increase in 
1942 unless prompt measures are under- 
taken to renew investor confidence by re- 
versing the downward trend of return 
that has occurred during recent years. 





Coordinated Transport at Buenos Aires 


I“ October, 1936, the congress of the 
Argentine passed a law known as 
“Coordination of Urban and Suburban 
Passenger Transportation of the City of 
Buenos Aires.” The law provoked con- 
siderable opposition, especially from 
some trade unions, which claimed that it 
would place in the hands of capitalists 
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the management of the city’s transit 
facilities. 

Be that as it may, the law has been in 
effect long enough to indicate that it 
promises to be a successful experiment 
in unified transportation control. Brief- 
ly, the law called for the creation of a 
state organization known as the “City of 
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Buenos Aires Transportation Control 
Committee.” This board was given full 
power to look after the interests of the 
public from a transportation and eco- 
nomic angle. 

This committee has made a thorough 
study of the various aspects of the 
Buenos Aires transit problem and has ar- 
rived at a formula for determining the 
kind of transportation which will be most 
economically suitable to the traveling 
public in each particular case. This re- 
port is now available in the form of a 
130-page booklet, recently released over 
the signature of the chairman of the 
oo committee, J. Allende Posse, 


Of special interest to the American 
reader is the fact that the book is pub- 
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lished in English, complete with a num- 
ber of graphs and charts. 


HE law, mentioned above, ordered 

the centralization of all urban pas- 
senger transportation, thus creating one 
of the largest industrial organizations of 
its kind in the world. This centraliza- 
tion is at once interesting and difficult be- 
cause of the haphazard development 
which took place in the city’s transporta- 
tion field prior to the adoption of the co- 
ordinating program. 

Consider the fact that this one city 
with a population of nearly two million 
and a half possessed the following assort- 
ment of common carriers: 


Five subway lines, three in opera- 
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tion at the time the law was passed. 
There was no connection between 
them. They all differed entirely in sec- 
tional cut and other characteristics. 
Their services totaled 30 kilometers 
of double track and 259 vehicles, with 
a seating and standing capacity rang- 
ing from 140 to 180 passengers. The 
total passengers carried amounted to 
91,000,000, equaling from 50 to 60 
per cent capacity. 

Street cars. Four networks of street 
cars, each belonging to separate com- 
panies without any connection. Serv- 
ices of different companies over- 
lapped with each other and with the 
subways. They totaled 88 routes, with 
2,041 kilometers in all, over 868 kilo- 
meters of track, 2,621 vehicles of 28- 
to 40-passenger capacity, carrying ap- 
proximately 383,000,000 passengers a 
year. 

Busses. There were 53 bus com- 
panies working 75 lines, part of which 
superimposed subways and street cars. 
They had 1,718 vehicles of from 16- 
to 32-passenger capacity, transporting 
380,000,000 passengers a year. 

Jitneys. Somewhat peculiar to 
Buenos Aires’ transit are 68 lines cov- 
ered by 3,036 small automobiles, most- 
ly Chevrolets, known as jitneys, with 
a seating capacity of eleven passengers, 
carrying 360,000,000 passengers a 
year. These jitneys are of the “one- 
man car” type, driven and operated by 
an individual, generally the owner or 
a partner. 


HE basic law above mentioned called 

for the taking over of this conglom- 
eration of transportation systems, either 
voluntarily or through expropriation, ac- 
cording to the following valuations (Ar- 
gentine peso): subways, 210.9 million; 
street cars, 221.8 million; busses, 58.7 
million ; jitneys, 31.1 million; taxes, in- 
cidentals, 148.2 million. 

The law sets up a special corporation 
to assume this obligation. This corpora- 
tion is given a concession for approxi- 
mately fifty-six years, during which it 
will be exempt from municipal and na- 


tional taxes, and during which it will at- 
tempt to amortize its liabilities. Earnings 
are guaranteed by the state as noted 
hereafter. 

One social obligation which the new 
corporation assumes is the retention of 
all workmen employed by the companies 
taken over. It was also required to im- 
prove salaries, grant vacations, establish 
a seniority system, and employment sta- 
bility. This creates quite a problem be- 
cause it is required to retain on the pay- 
roll for a while a considerable amount of 
excess personnel as a result of reorgani- 
zation of the services. 

However, the corporation becomes 
the exclusive concessionaire of passenger 
transportation within the legal limits of 
the city of Buenos Aires. This comprises 
an area of 191 square kilometers ; 2,500 
kilometers of paved streets and avenues; 
and 2,488,000 inhabitants. There is also 
a certain network of suburban operations 
which is involved in the merger. 

The organization does not, however, 
include interurban railroad transporta- 
tion. Nor does it include 4,185 taxicabs 
which carry about 40,000 passengers a 
year. There is also to be considered in 
the city’s transportation picture 58,265 
private cars. 

The report estimates that the corpora- 
tion thus has charge of the transporta- 
tion of three-fourths of the city’s total 
passenger traffic, with a margin for fu- 
ture possibilities apart from annual 
growth. It is apparent that this corpora- 
tion has before it a tremendous under- 
taking. 


HE formulae worked out by the 
Buenos Aires board for arriving at 
such difficult conclusions constitute the 
heart of the report, which involves such 
delicate questions as whether the jitney 
busses should be suppressed. It was 
found among other things that the street 
car was the slowest system of transporta- 
tion—the one that gave the lowest eco- 
nomic profit, and the one that made the 
most traffic congestion. 
In working out its rate system the 
board adopted the principle that tariffs 
generally cannot be lower than the cost 
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of service, plus a return on capital in- 
vested. The political control of the new 
corporation is quite unusual. By the 
creation of the exclusive concession, the 
state in effect handed over the perform- 
ance of a service to the corporation which 
in turn presumably makes its underlying 
securities available for private invest- 
ment, just like any other corporation. 
The law also reserves the power of 
control. It creates a board by which the 
state exercises such regulatory control. 
This is the “control committee” which 
has complete discretionary authority for 
protection of the public interest. The re- 
lation between the corporation and the 
control committee has apparently been 
cooperative and harmonious so far. This 
reservation of control is justified by the 
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fact that the state guarantees the private 
corporation an interest of 7 per cent un- 
der certain conditions, thus abolishing 
one of the normal risks of private capital. 

However, it is apparent that the 
Buenos Aires experiment in centralized 
transit control is still in its infancy. Its 
early steps are doubtless complicated by 
the same war-born rubber shortage and 
other material shortages which are 
plaguing transport in the United States. 
Nevertheless, the city of Buenos Aires 
has obviously taken a bold step based on 
intelligent appraisal to end a chaotic 
condition. It is one of the most original 
experiments in public utility regulation 
to be developed within the last decade. 
It will be followed with great interest by 
all students of the subject. 
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FPC Postpones Rate Hearing 


TS Federal Power Commission on July 
10th announced its postponement to Au- 
gust 24th of the hearing to investigate the 
wholesale rates of Natural Gas Pipeline Com- 
pany of America and Texoma Natural Gas 
Company which was instituted on complaint 
of the Illinois Commerce Commission and on 
the commission’s own motion. The hearing, 
originally scheduled for July 20th, will be 
held in Chicago. The reopening of the pro- 
ceedings follows the Supreme Court decision 
upholding the commission’s interim rate order 
of July 23, 1940, which reduced the Natural 
Gas Pipeline Company’s wholesale rates 
$3,750,000 a year. 

Starting May 8, 1939, hearing on the com- 
panies’ rates was continued intermittently un- 
til January 10, 1940, when the hearing was 
recessed and the case held open by the com- 
mission for further proceedings. Commission 
accountants have been examining the Pipeline 
Company’s books in Chicago to obtain certain 
additional information relative to the oper- 
ating and other accounts of the company 
through December 31, 1941. 


ODT Queries Tram Firms 


HE Office of Defense Transportation on 

July 6th called on 1,100 transit companies 
throughout the country to give an accounting 
of steps taken by them to carry out ODT’s 
program for the conservation of, street cars 
and busses, and the results obtained. 

Letters requesting the preparation of de- 
tailed statements were sent not only to the 
bus and street car companies but to all state 
and local regulatory bodies. Reports were to 
be in Washington not later than July 24th. 

The companies were asked to describe all 
steps taken to save equipment, especially rub- 
ber-tired vehicles, to improve the efficiency of 
operations, to restore old vehicles to service, 
and to rearrange interiors to increase pas- 
senger capacity. 


SEC Reélects Purcell 


HE Securities and Exchange Commission 
unanimously reélected Ganson Purcell re- 
cently to serve the ensuing year as chairman. 
He was chosen for the post in January to 
succeed Edward C. Eicher. 
Mr. Purcell became a member of the com- 
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mission on June 11, 1941, when he was ap- 
pointed to serve the unexpired term of Jerome 
N. Frank. On completion of that term he was 
reappointed to a full term on June 6th, 


Transportation Integration 
Urged 


A PROPOSAL for integration of all the na- 
tion’s transportation facilities into a limi- 
ted number of systems was advocated early 
this month by a witness before the board of 
transportation and research. The board, cre- 
ated by the 1940 Transportation Act, is study- 
ing the transportation problem with a view 
to recommending legislation. 

Donald D. Conn, executive vice president 
of the Transportation Association of Amer- 
ica, defining integration as the working to- 
gether of all forms of transport “for a mu- 
tual advantage and a composite service to the 
public,” suggested the creation of 11, 14, or 
17 transportation systems, each system pro- 
viding all types of service—rail, highway, 
water, and air. 

This could be brought about, he testified, 
either through outright consolidation or 
through contractual operating companies. Mr. 
Conn advocated a “leisurely procedure” in 
bringing about the integrated systems. The 
plan, he said, should be “so flexible during a 
so-called test period that corrective changes 
might be adopted if experience and research 
suggest them.” 

He urged amendment of the Transportation 
Act to emphasize the importance of the “in- 
herent advantages” of integrated transporta- 
tion systems, rather than stressing the “inher- 
ent advantages” of each form of transporta- 
tion. 

Describing the Transportation Association 
as a nonpolitical and nonpartisan_research and 
educational organization, Mr. Conn said its 
program was dedicated “to the perpetuation 
of private ownership and constructive compe- 
tition in all fields of transport.” He said the 
organization’s membership included more than 
4,000 corporations and more than 20,000 in- 
dividuals. 


ODT Bans Automobile Racing 


etree ; E 
8 gore Transportation Director Joseph B. 

Eastman on July 3rd banned all automo- 
bile, midget car, and motorcycle racing meets 
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for the duration, effective July 10th. The or- 
der prohibits “any exhibition, contest, or com- 
petitive trial of speed, endurance, or perform- 
ance” which requires the use of motor ve- 
icles. 

a pointed out that racing programs 
held by the American Automobile Association, 
including the Memorial day race at the Indi- 
anapolis speedway, were canceled by the AAA 
last February for the duration of the war, 
but it was estimated that about 1,500 cars 
were scheduled to race in meets without the 
AAA’s sanction. 


Canada Curbs Utility Metals 


N™ restrictions on the use of copper, alu- 
minum, zinc, lead, and other nonferrous 


metals for the extension of public electric 
utility services were announced on July 7th. 

Instructions issued to all utilities by G. C. 
Bateman, metals controller, reduce the maxi- 
mum length of service permitted for essential 
installations from 500 feet to 250 feet where di- 
rect connection can be made ‘to existing lines, 
leads, or mains. 

The use of nonferrous metals for all other 
extensions or additions to public utility or 
electrical services now is prohibited except by 
permit. 

“No new construction will be considered 
which does not relate to military needs, war 
production, public health, or safety,” the de- 
partment said. “Necessary maintenance and 
emergency repairs to existing plants, however, 
are permitted.” 


Alabama 


Gas Conservation Urged 


W ITH growing use of gas in the war in- 
dustries of the Birmingham district dur- 
ing the coming fall and winter, the domestic 
users will have opportunity to show their 
thrift and patriotism by devising methods of 
aiding a situation that may grow critical when 
cold weather comes. These were the words of 
C. B. Gamble, president of the Birmingham 
Gas Company, in an address to the Optimist 
club members at a recent luncheon. 

“In the coming months we are going to try 
to educate the public in ways to save their 
gas and money in economical use of this prod- 
uct in Birmingham. We wish to sell the house- 
wives on the thrift of waterless cooking, on 
oven-complete meals, on the saving in hot- 
water heating by use of showers instead of 
tub baths, on constant heat of homes to avoid 
overloading a limited storage capacity. With 
an estimated 50,000,000 cubic feet per day use 
of gas this winter, our domestic consumers 
will have to join us in our effort to conserve 
every bit of gas we can for our war factories,” 


said Mr. Gamble in his address to the club. 


Wants Plant Value Set 


ge, county commission this month declined 
to ask the Birmingham Electric Company 
for a sale price on the utility’s electric light, 
street railway, and bus holdings, but moved 
to obtain values fixed on properties for rate- 
making purposes. 

The commission adopted a resolution in- 
structing President R. H. Wharton to write 
the Securities and Exchange Commission, Fed- 
eral Power Commission, and Alabama Public 
Service Commission for these values. 

Jim Hendrix, Birmingham bond broker, 
who has been seeking to bring about sale of 
the electric company to both the county and 
city, asked the county governing body to in- 
vestigate the advisability of purchasing the 
street railway and electric utility. Hendrix, 
present at the county commission’s meeting, 
also suggested the county write Birmingham 
Electric for a sale price, but the commission 
declined. 


Arkansas 


May Sell Units 


fee Arkansas Power & Light Company 
early this month began discussion with 
the state utilities commission with regard to 
the sale of its water properties in 20 cities, 
it was learned recently. These discussions re- 
lated primarily to the uses to which the funds 
to be derived from the sales would be put. 
According to informed sources a syndicate 
may be formed as was done a short time ago 
when the company placed its 10 ice plants on 
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the market. The ice plants were sold on June 
11th to an independent privately owned ice 
company. 

Although no official statement of the com- 
pany’s policy was issued, it was believed the 
company would also seek to dispose of its 
natural gas properties in order to become 
strictly a generator and marketer of electricity. 
Its gas properties are principally in eastern 
Arkansas, adjacent to the lines of the Mem- 
phis Natural Gas Company and Mississippi 
River Fuel Corporation. 
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Denies Discrimination Charge 


EPLYING to a state commission charge filed 

with the Federal Power Commission, the 
Memphis Natural Gas Company on July 8th 
denied it was discriminating against gas con- 
sumers at McGehee, Dermott, Lake Village, 
Eudora, and Wilmot. 

Gas purchased wholesale from the Memphis 
Company is distributed in the five cities by 
the Arkansas Power & Light Company. The 
Memphis Company said its wholesale rates 
for the city of Memphis are lower than the 
rates charged to the AP&L because the Mem- 
phis consumption is greater. 

The state commission said the average cost 
to the AP&L last year was 32.63 cents per 
thousand cubic feet, compared to 24.115 cents 
per thousand cubic feet charged at Memphis. 

P. A. Lasley, commission lawyer, asked that 
Paul White, FPC engineer, be loaned to the 
state commission to assist in preparing the 
case against the Memphis Company. 


TVA Contract Amended 


Bip Tennessee Valley Authority on July 
2nd announced it had withdrawn from an 
arrangement by which it purchased power 
from the Memphis Generating Company and 
sold it to the Arkansas Power & Light Com- 
pany. The Arkansas Power & Light Company 
announced several weeks ago it had acquired 
the steam plant of the Memphis Generating 
Company. 

Officials of the TVA’s power division said 
that a 3-year contract which gave the au- 


thority full use of the Memphis steam plant 
ended June 28th. Simultaneously, they added 
a 5-year contract calling for the delivery of 
40,000 kilowatts of power to the Arkansas 
utility was amended. 

Under the new arrangements, TVA will be 
entitled to Memphis steam plant power only 
to the extent of 30,000 kilowatts continuously 
and 15,000 kilowatts in emergencies, Also, 
TVA will be obligated to deliver only 15,000 
kilowatts to Arkansas Power & Light Com- 
pany, instead of 40,000 kilowatts, the officials 
said. 


Must Pay Sales Tax 


T= Southern Kraft Corporation and the 
Crossett Lumber Company must pay the 
state sales taxes on gas and electricity pur- 
chased by them from the Arkansas Louisiana 
Gas Company and the Arkansas Power & Light 
Company, Chancellor Frank H. Dodge ruled 
on July 2nd. 

The ruling marked another step in the 7- 
year-old litigation which began when the firms 
obtained temporary restraining orders prevent- 
ing the state from collecting the taxes. Law- 
yers for the firms contended the gas and elec- 
tricity were produced outside of Arkansas and 
the transactions were in interstate commerce. 

During the litigation, the sales tax had been 
paid to the chancery court clerk. The fund 
is said to exceed $100,000. It was ordered 
turned over to the state revenue commissioner 
under terms of the order. Lawyers for the 
firms were given one hundred and twenty days 
in which to file exceptions. 


California 


Street Car Issue Vote 


SPECIAL election on lease-purchase of the 
A Market Street Railway in San Francisco, 
to be held simultaneously with the August 
primary, would cost $60,000, city hall sources 
reported recently. 

i Dwyer, chief deputy registrar, said 
paper ballots would have to be used for the 
railway vote and a new set of election officials 
hired. The cost would be only a few thousand 
dollars, Dwyer said, if it is presented on the 
November election ballot. 

The suggestion for presenting the railway 
consolidation plan to the voters as a separate 
election in August came from Supervisor 
O’Gara. Voters would have it before them as 
a “policy question.” 

The proposal to lease-purchase the Market 
Street Railway over a term of seven years at 
a basic price of $8,350,000 and an over-all cost 
of $11,534,415 has been approved by Mayor 
Rossi, Utilities Manager Cahill, and the public 
utilities commission. 
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Exclusive War Workers’ Line 


bk HE nation’s first public transportation serv- 
ice requiring identification of its passen- 
gers as war workers was inaugurated in San 
Diego early this month. 

Employees of Consolidated Aircraft Corpo- 
ration were required to show their regulation 
red badges to gain admittance to the street 
cars, on which they paid the regular fare. To 
other citizens of this community, the special 
service was beyond reach. 

The so-called Red Badge street cars operate 
only at change hours of the three round-the- 
clock shifts. The service is expected to lessen 
San Diego’s acute transportation problem. 

Rehabilitated cars recently obtained from 
Wilkes-Barre, Pennsylvania, Salt Lake City, 
and New York city are used on the line. 


House Approves Central Valley 


[* response to President Roosevelt’s appeal, 
the House of Representatives on June 29 
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agreed by a 51-vote margin to make available 
token appropriations to start work on govern- 
ment-owned transmission lines and a stand-by 
power plant as part of the Central Valley 
program in California. 

With most of the Republicans opposing the 
move, the House voted, 192 to 141, to agree 
with a Senate amendment to the Interior De- 
partment supply bill releasing $3,723,000 for 
construction of power lines between Shasta 
and Keswick dams and the San Francisco bay 
area and providing $200,000 for preliminary 
engineering for the proposed Antioch steam- 
generating plant. 

The Californians, who have been arguing 
for over two years about the power phases of 


the project, divided 13 to 6. Six of the seven 
Los Angeles county members supported the 
appropriation. 

The issue provoked lively discussion in 
which the Pacific Gas and Electric Company 
was denounced as a monopoly and the pro- 
posal to construct government generating and 
distributing facilities was termed another New 
Deal move to destroy private power companies. 

The economy question also was injected in 
the row, especially by Republicans, who de- 
clared the eventual expenditure would be many 
times the initial outlay. Advocates of the pow- 
er phases retorted that the revenues from the 
sale of energy would yield the Federal gov- 
ernment a profit of $650,000 annually. 


Colorado 


Truck Operators Hit 


A SERIOUS problem created by an OPA price 
order, which may drive numerous Colo- 
rado common truck carriers out of business, 
was engaging the attention of officials of the 
state public utilities commission and OPA 
representatives recently. Prices charged by 
contract. or private carriers were frozen by 
the OPA order as of their highest point in 
March. This order, however, does not apply 
to common carriers. 

The Colorado common carriers, under an 
order of the commission effective April 6th, 
were allowed to increase their motor vehicle 
rates to conform to newly increased railroad 
rates. This means, according to Henry Sher- 


man, chairman of the commission, that all 
common carrier rates in the state are now ap- 
proximately 6 per cent higher than the rates 
charged by private carriers. 

As a result of this disparity, Sherman said, 
the business of private carriers is increasing, 
while that of the common carriers is decreas- 
ing. “Something will have to be done to ad- 
just conditions, or many of the common car- 
riers may be forced out of business,” he said. 

Leon Henderson, national price administra- 
tor, has had some correspondence with Sher- 
man in the matter and has suggested some 
conferences with state officials and carrier 
representatives to attempt to find a solution. 
The conferences are expected to be held in 
Denver soon. 


Connecticut 


“Swap Rides” Plan Urged 


Ww increasing strain being placed on 
existing public transportation facilities, 
E. Irvine Rudd, chief engineer of the state 
public utilities commission, said recently that 
the commission was “doing everything in its 
power to get more busses, more private cars, 
and more of everything to carry defense work- 
ers to their factories and home again.” 
Speaking during the weekly state defense 
council broadcast, Mr. Rudd said that the 
commission, in an effort to provide adequate 


transportation for all persons, “encourages the 
pooling of private cars and the swap-rides 
plan.” 

The engineer said that school busses and 
other passenger vehicles are being used more 
and more under individual emergency certifi- 
cates of convenience and necessity for trans- 
porting war workers, and predicted that, as 
increasing numbers of private cars are taken 
off the road, victims of tire and gasoline 
rationing programs, school and working hours 
in nonessential industries will be staggered to 
provide adequate transit facilities. 


District of Columbia 


New Taxi Zones 


(CzAnMan Gregory Hankin of the District 
of Columbia Public Utilities Commission 


has offered amends to the taxicab drivers for 
his recent declaration that their ranks should 
be “purged of definite criminal elements.” 
When they appeared on July 9th with a new 
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map of proposed zones and an increased sched- 
ule of rates he complimented them as “peace- 
ful and law-abiding citizens,” and said he felt 
that they were entitled to just compensation, 
“not only because they have invested a certain 
amount in property but because they also in- 
vest time and energy in their business.” 

He added that he was much impressed with 
their dispatch in reaching an agreement on 
complicated questions and said their meeting 
was by far more orderly than the hearing on 
the cross-town bus line proposal, “which was 
attended by the elite citizenry.” 

Having fought for weeks with President 
Edward A. Glenn of United Cab Drivers, Inc., 
he described Mr. Glenn as a “very able man.” 


Without benefit of public hearing, new cab 
rates of 30-50-70-90 cents would be ordered 
immediately as the result of a bargain made 
July 14th between the commission and four 
representatives of the cab industry. 

In return for the granting of new rates, the 
cab officials agreed tentatively to accept the 
complicated and hitherto unanimously te. 
jected zone map proposed in April by the com- 
mission. A hearing on possible revisions of the 
map boundaries will be held before the middle 
of August, but Commission Chairman Hankin 
assured the cab representatives that the com- 
mission had power to order the new rates 
without a hearing, just so long as the com- 
mission map was accepted. 


Georgia 


Quarterly Meter Reading 


s a rubber conservation measure, the state 

public service commission on July lst 
relieved all electric utility companies in the 
state from making monthly meter readings 
of residential and commercial power users. 

The order, effective after the next regular 
meter reading, provides for quarterly readings 
and estimated billings in the intervening 
months. These estimates will be adjusted 
quarterly. 

Explaining that the idea is to save rub- 
ber by curtailing use of cars, Chairman 
Walter R. McDonald said the change would 
apply primarily to rural areas rather than to 
cities where meter readers are not dependent 
on automobiles. 

The order allows customers to read their 


own meters in the intervening months and to 
forward these to the company. Payment on 
these readings later would be adjusted to the 
readings of company employees. 


Transportation Hearing Ordered 


Is a sweeping war-time order, the Georgia 
Public Service Commission on July Ist 
issued 35 rules nisi calling on bus lines and 
railroads that operate competing local services 
in the same territory to show cause why one 
or the other should not be discontinued. 

Chairman Walter R. McDonald said the 
purpose was to eliminate duplication with the 
least inconvenience to the public. The commis- 
sion acted in response to a request of Joseph 
B. Eastman, director of the Office of Defense 
Transportation. 


Illinois 


OPA Demands Fare Reduction 


HE Office of Price Administration on July 
7th stepped into Chicago’s local transpor- 
tation field with a demand that the city’s 8-cent 
street car fare be reduced to the 7-cent level 
which was in force prior to April 20th. 
Leon Henderson, head of the OPA, an- 
nounced through Alex Elson, regional OPA 
attorney, that a petition would be submitted 


to the state commerce commission seeking the 
1-cent reduction on the ground that the facts 
do not justify an 8-cent rate. 

The state commission after eight months 
of hearings granted the Chicago surface lines 
a “temporary” fare increase from 7 to 8 cents 
as of April 20th. 

The commerce commission is currently 
holding hearings to determine whether the 
higher rate should be made permanent. 


Indiana 


Transportation Survey 


Acue upon the recommendation of the Of- 
fice of Defense Transportation, the state 
public service commission early this month 
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announced that a survey would be made of all 
rail and bus facilities in the state in order that 
duplicating services can be eliminated. 
Questionnaires covering rolling stock, routes, 
and schedules were to be sent by the commis- 
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sion to between 90 and 100 bus lines and 15 
railroads operating in Indiana. 

Ultimately orders will be issued canceling 
duplications and transferring the equipment 


* 


involved to other areas where it can be used 
to relieve the transportation bottleneck result- 
ing from the war program, Frederick F. Eich- 
horn, commission chairman, said. 


Kentucky 


Utility Firm Drops Option 


Tz Frankfort Utility Corporation, which 
has sought to purchase for $1,300,000 the 
electric and water properties in Frankfort of 
the former Kentucky-Tennessee Light & Pow- 
er Company, failed to renew its purchasing 
option on July Ist and left the plants without 
an immediate buyer. 

State Senator Louis Cox, a member of the 
corporation, said his group is “out of the util- 
ity picture” and that the way was clear for 
the city of Frankfort to open negotiations for 
municipal ownership. 

Mayor C. T. Coleman declined to comment 
on this point, other than to say the city council 
might soon take some action. 

The corporation petitioned to buy the plants 
in April but was stymied by the commission’s 
revival of a show-cause order against K-T 
which had been requested to justify its rates 
in Frankfort. The commission had not ruled 
on the show-cause hearing. 


Plant Deal Halted 


T= Paducah board of city commissioners 
on July 7th adopted a resolution authoriz- 
ing Mayor Pierce E. Lackey to execute an 
agreement with R. M. Watt, Kentucky Utili- 
ties Company president, to discontinue negotia- 
tions started last February 13th for the pur- 
chase by the city of the KU plant in Paducah. 

The commission agreed to the proposal after 
its adoption had been recommended by J. C. 
Swidler, solicitor of the Tennessee Valley Au- 
thority. Swidler said the period for negotia- 
tions left under the utility’s Paducah franchise 
was not of sufficient length to enable the TVA 


5 


to make necessary investigations relative to de- 
termination of the value of KU’s properties 
in that city. 

The TVA has agreed to act as the city’s 
agent in negotiations with KU looking toward 
the fixing of a price which the city will pay 
for the local electric system. Watt said the 
company would codperate with the TVA by 
furnishing it with information and allowing 
its representatives to see KU records. 


Officials Win Utility Case 


trcuIT Judge Flem D. Sampson on June 

30th sustained a demurrer to the petition 

of T. H. King, suing as a citizen and taxpayer, 

to force Corbin city officials to appoint a util- 

ities commission to operate the municipally 
owned light and water plant in that city. 

The demurrer contended that the Corbin 
light and water plant did not come under the 
law requiring appointment of a commission 
because it included both light and water fa- 
cilities and because it had been purchased by 
the city several years before passage of the 
City Utilities-TVA Enabling Act by the 1942 
legislature. 

Judge Sampson also dissolved a temporary 
injunction prohibiting city officials from trans- 
ferring funds from the light and water account 
to the general fund of the city which had been 
granted by Whitley Circuit Clerk Pleas Jones 
in the absence of the judge on June 25th. 

Corbin has been transferring approximately 
$40,000 annually from the municipal utilities 
earnings to its general fund for payment of 
most of the city’s operating expenses. This 
practice was upheld in Judge Sampson’s de- 
cision. 


Minnesota 


Tram Workers Get Pay Boost 


Ws increases totaling $437,000 for 1942, 
retroactive to January Ist, have been 
granted 2,300 employees of the Twin City 
Rapid Transit Company and its subsidiaries 
in the award of an arbitration board signed 
and filed July 7th. 

The wage increases range from 6 to 15 cents 
an hour, with trainmen and bus drivers re- 
ceiving an increase of 7 cents an hour. Approxi- 
mately a third of the amount will go to em- 
ployees in St. Paul. 
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Members of the board of arbitration, all of 
whom signed the award, were B. G. Noah, 
vice president of the company; John Goldie, 
Minneapolis attorney, representing the Amal- 
gamated Union of Street Railway & Motor 
Coach Employees, Local 1005; and Chester 
Nichols, Minneapolis attorney. 

The contract between the company and the 
union expired last January Ist, D. J. Strouse, 
president of the company, said. For some time 
before that and for a considerable period after 
January Ist, he said, the union and the com- 
pany diligently endeavored to reach an agree- 
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ment covering wages and working conditions 
for the year 1942. Having failed in this, the 
matter was referred to arbitration in accord- 


ance with the terms of the contract, and a 
settlement was reached without any inconven- 
ience to the public. 


Mississippi 


Compromise Urged 


Pym J. V. Stricker recently sug- 
gested a compromise procedure to end liti- 
gation between the Mississippi Power & Light 
Company and agents of the Federal Power 
‘Commission over the latter’s methods of con- 
ducting. an investigation into the company’s 
books. Instead of ruling on an injunction re- 
quest by the company and some of its em- 
ployees, the chancellor recommended that Ed 
Holmes, company attorney, be permitted to sit 
in on the questioning of employees by FPC 
agents and to advise the former when answers 
to questions might involve them in criminal 
proceedings. 


In answer to a question by Ruben Goldberg, 
FPC attorney, Chancellor Stricker said he 
would grant the injunction if Holmes were 
excluded. The company unsuccessfully sought 
similar injunctions in Federal District Court 
in Gulfport and circuit court in Montgomery, 
Alabama. 

The litigation grew out of a probe of the 
Mississippi Company as an affiliate of Electric 
Bond and Share, and brought charges by Gold- 
berg that the employees in question were being 
used by the company as “guinea pigs” and a 
retort by Holmes that the FPC was using the 
Mississippi Power & Light Company, which 
he said was the smallest in the system, as a 
“guinea pig.” 


Missouri 


Get Refund Checks 


} fevered of gas bill collection refund 


checks totaling $1,479,301 to about 225,- 
000 domestic gas consumers in St. Louis was 
begun this month and was scheduled to be 
completed within thirty days, L. W. Childress, 
president of the Laclede Gas Light Company, 
announced recently. 

The checks, representing refunds in disputed 
gas rate collections between February 1, 1935, 
and September 1, 1939, were being mailed by 
the Central Missouri Trust Company of Jeffer- 
son City, custodian of the impounded fund. 
The refund was ordered last November by 
Cole County Circuit Court and the company 
subsequently dropped a motion for a rehearing, 
ending a rate dispute which began in 1934 when 
the company contested an order by the state 
public service commission for a 6 per cent rate 
reduction. 

Refunds are due only for gas used in cook- 
ing, water heating, and refrigeration and are 
applicable only to those whose bills were above 
the 75-cent monthly minimum. There will be 
no refund on account of commercial water 
heating or use of gas under industrial rates. 


A consumer whose bill averaged $3 a month 
would be entitled to a refund of 18 cents a 
month, or a total of $9.90 for the entire period. 
A good many of the checks averaged between 
$7 and $8. 


To Sell Utility 


T= Central States Power & Light Cor- 
poration on July 3rd announced it had 
entered into an agreement with the Rural Elec- 
trification Administration to sell the Missouri 
Electric Power Company, a subsidiary, to the 
Sho-Me Codperative of Columbia, Missouri. 
The price is $2,500,000. 

Sho-Me Coéperative will retain the generat- 
ing and transmission facilities of Missouri 
Electric. Ten other codperative rural electric 
systems are operating in the area served by 
Missouri Electric and it is the intention of 
Sho-Me to transfer to them the portions of the 
distribution systems of Missouri Electric in 
their areas. 

After the sale of this property the only re- 
maining company owned by Central States 
Power & Light will be its Iowa-Minnesota 
electric system. 


Nebraska 


Third of Power Idle 


BouT one-third of Nebraska’s potential elec- 
tric power is lying idle, according to 


Harold Kramer, general manager of the Loup 
River Public Power District. é 
Kramer estimated that the big hydroelectric 


district, plus the steam plants in the state, can 
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produce roughly a billion kilowatt hours of 
electricity per year. 

Of this amount, Mr. Kramer remarked, 
about 1,000,000 kilowatt hours per day is un- 
used, or nearly one-third of the total. 

“We have plenty of room for many more 
war plants,” said Kramer. “And we haven't 
reached our peak by any means. The mam- 


moth Kingsley reservoir out near Ogallala is 
about half full of water. Scoffers at our pro- 
gram said it never would reach that level. In 
our own prospectuses we predicted the reser- 
voir would not fill up for about five years. It 
looks as if we missed our guess by about four 
years, as 1942 is the first full-year that water 
has been flowing into the Kingsley.” 


x 
New York 


Transport Workers Seek 
Adjustments 


HE Transport Workers Union recently 
made demands on the board of transporta- 
tion for increased wages and other adjustments 
which, if granted, would cut sharply into New 
York city’s already slim balance of income 
from the unified rapid transit lines, it was re- 
ported. 
The demands, as outlined by the executive 
board of the union, included: 
a. Adjustment of wages to provide a living 


wage for workers who at present receive “sub- 
standard rates of pay.” 

b. Elimination of “inequalities” for identical 
work and a system of periodic increments to 
reach just compensation. 

c. Adjustment in the wages for all other 
groups to make up for the rise in the cost of 
living. 

The TWU also was seeking increased union 
security on the municipally operated lines and 
adoption of working rules governing all de- 
partments of the unified system which, it said, 
were drafted and agreed upon at end of last 
year but which have since been held up. 


¥ 
Ohio 


FPC Approves “Permanent” 


Connection 


HE Federal Power Commission on July 

10th announced the issuance of an order 
approving the establishment of permanent con- 
nections for emergency use only by the Ohio 
River Power, Incorporated, a wholly owned 
subsidiary of the Ohio Public Service Com- 
pany, with the Wheeling Electric Company 
and the Ohio Power Company, and authorized 
the continued use of such facilities during the 
present war emergency under § 202(d) of the 
Federal Power Act. 

This action will allow the electric energy to 
be generated at the Dilles Bottom (Ohio) 
plant, now under construction by Ohio River 
Power, to be utilized by war industries with a 
minimum use of copper for transmission fa- 
cilities. To permit maximum utilization of ex- 
isting transmission facilities, the order further 
authorized the added or increased use of per- 
manent interconnections between the Ohio 
Power Company and the Ohio Public Service 
Company at Canton, Ohio, through either 
Sunnyside or Wagerhals substation facilities, 
and the added or increased use of permanent 
interconnections between Ohio Edison Com- 
pany and the Ohio Public Service Company 
through Salt Springs substation. 

The order stated that the use of such inter- 
connecting facilities during the war emergency 
shall. not subject Ohio River Power to the 
jurisdiction of the commission as a “public 
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utility’ within the meaning of the Federa) 
Power Act. Similar exemption granted to 
Ohio Public Service is limited “solely and only 
to that quantity of electric energy delivered 
(a) by Ohio Power Company to Ohio Public 
Service Company at Canton, Ohio, and (b) by 
the Ohio Edison Company to the Ohio Public 
Service Company through Salt Springs sub- 
stations, which quantity of electric energy is 
in addition to or in excess of the maximum de- 
livery of electric energy at the points specified 
during any of the years 1939, 1940, and 1941 
as reported to the Federal Power Commission 
and as supplemented by detailed delivery in- 
formation... .” 


Public Ownership Opposed 


teers has developed to the recent pro- 
posal that the Cleveland Electric Illumi- 
nating Company, an important unit in the 
North American Company system, be trans- 
ferred from private to public ownership. 
Cleveland Electric has been ordered cut loose 
from the North American system under the 
“death sentence” provisions of the Holding 
Company Act, and several weeks ago it was 
reported in Wall Street that a banking group 
was being formed to bid on city of Cleveland 
bonds, the proceeds of which would be used 
to acquire the Cleveland Electric property. 
Latest developments in the situation, how- 
ever, indicate that the Citizens League of 
Cleveland is strongly opposed to public owner- 
ship of the utility. In a report recently filed 
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with the city council and the mayor of Cleve- 
land, the league declared that there is “no 
widespread desire” on the part of taxpayers 
and voters for a change from private to public 
operation of the utility. 

In voicing its opposition to the proposal, the 
league declared (1) that the company is ren- 


dering efficient service at low cost, and (2) that 
the city would have great difficulty in floating 
a $100,000,000 bond issue at this time. In con- 
clusion the league asserted that the city, which 
already operates a small municipal plant, “has 
not yet proved its ability to operate a light and 
power plant economically and efficiently.” 


Pennsylvania 


Abandonment Disallowed 


HE state public utility commission issued 
Tie first order refusing, because of the war 
and rubber shortage, a permit to a street rail- 
way company to remove tracks and other fa- 
cilities. It was held that while the public 
has preferred to use the busses rather than the 
street cars, these patrons would be seriously 
inconvenienced in the event the company was 
required to eliminate its bus service and the 
street railway line had been abandoned. 

The order concerned the application of the 
Reading Street Railway Company for author- 
ity to abandon portions of its tracks and other 
facilities. The tracks proposed to be aban- 
doned are used for only one street car move- 
ment a day, since service is and has been op- 
erated over the same or parallel route by bus- 
ses for several months. 


Rate Case Continued 


T= rate reduction case launched by the 
state public utility commission in 1935 
against the Pennsylvania Light & Power Com- 
pany, of Allentown, has been continued until 
August, Chairman John Siggins, Jr., said on 
July 9th. 

During the day-long testimony presented 
July 8th by the commission’s accounts bureau, 
Raymond D. Barclay, principal examiner, 
stated that approximately $77,000,000 in divi- 
dends had been paid to parent companies by the 
PP&L on a negative investment of $2,530,765. 

Frank N. Sinatra, PUC accountant, told the 
commission that the utility failed in seven ways 
to comply with the commission’s instructions 
when compiling original cost estimates upon 
— further electric rate slashes would be 

ased, 


Texas 


Bond Issue Unconstitutional 


HE state attorney general recently disap- 
proved a proposed bond issue of $42,000,- 
000 whereby the Guadalupe-Blanco River Au- 
thority hoped to purchase the properties of the 
San Antonio Public Service Company, sub- 
sidiary of American Light & Traction, which 
has been ordered by Federal authorities to sell 
the property. 
This was said to leave the way open 
for the city of San Antonio to negotiate fur- 
ther for the properties. 


The attorney general held that the proposed 
bond issue if approved would open the way for 
the Guadalupe-Blanco River Authority to be- 
come a stockholder of the public service com- 
pany and acquire property outside of the dis- 
trict to which the authority is limited, both of 
which are in his opinion unconstitutional. Also, 
that the suit of the city of San Antonio against 
the Texas State Board of Water Engineers to 
prevent the board giving the Guadalupe-Blanco 
River Authority rights to the Guadalupe river 
makes it impossible for the bond issue to be 
approved, 


ey 
Washington 


Gets Dam Priority 


Gems recently obtained a priority for Ross 
dam contractors’ equipment, assuring im- 
mediate construction of the $8,000,000 addition 
to the City Light dam on the Skagit river. The 
work will raise the dam 180 feet, to a total of 
470 feet. 

William J. McKeen, assistant superintendent, 
and W. B. Wolfendale, City Light supervis- 
ing senior engineer, who drew the plans for the 
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project, received word from Isaac Comeaux, 
signifying the city’s priority victory. Co- 
meaux, City Light financial adviser, had been 
in Washington six weeks seeking the priority. 

City Light already had been granted a 
priority number of A-1-C on materials for the 
dam, so the priority on contractors’ supplies and 
equipment was all that was needed. The 
project was suggested by the Federal govern- 
ment to provide additional power for war 
plants. 
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The Latest 
Utility Rulings 


Filed Rates Collectible in Spite of 
Franchise Agreement 


COMPLAINT by a borough alleging 

that an electric company required 
payment of bills for steam heating serv- 
ice to fire companies in the borough in 
violation of a franchise agreement was 
dismissed by the Pennsylvania commis- 
sion. 

The bills were admittedly rendered 
in accordance with the applicable tariffs 
duly filed and effective. 

The question whether a public utility 
may require payment of tariff rates in 
the face of such a contract arrangement 
has been raised and decided in Pennsyl- 
vania many times. The leading case de- 
ciding that such a contract must give 
way, said the commission, is Leiper v. 
Baltimore & Philadelphia R. Co. (1918) 
262 Pa 328, PUR1919C 397, 105 Atl 55, 
wherein it was held that if parties enter 
into a contract relating to a matter which 
subsequently may be the subject of revi- 
sion by the state in the exercise of its 
police power, their contracts, whether 


definite or indefinite in point of time, 
must be held subject to the right of the 
state to act. They cannot allege that the 
contracts, so far as the state is concerned, 
are inviolable. Such rates must yield to 
rates subsequently becoming effective 
under the Public Service Law. The com- 
mission added: 

We may mention, among the several au- 
thorities following the Leiper Case, Hen- 
shaw v. Fayette County Gas Co. (1932) 105 
Pa Super Ct 564, PUR1933B 141, 161 Atl 
896. In the Henshaw Case the court held at 
page 567, “As Judge Keller points out in 
Wayne Sewerage Co. v. Fronefield (1921) 
76 Pa Super Ct 491: ‘Free use of public 
service by certain favored persons cannot be 
permitted under any form, whether deed, 
contract, ordinance, agreement, or other- 
wise: Vernon Twp. v. Public Service Com- 
mission (1920) 75 Pa Super Ct 54; Ben 
Avon Borough v. Ohio Valley Water Co. 
(1921) 75 Pa Super Ct 290,’ as such action 
is discriminatory.” 

Borough of West Chester v. Philadel- 
phia Electric Co. (Complaint Docket No. 
13697). 
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Financing for War Needs Approved in Spite of 
Intercorporate Question 


HE public utilities commission of 

the District of Columbia authorized 
the Potomac Electric Power Company to 
issue and sell to its parent, Washington 
Railway & Electric Company, 30,000 
shares of common stock for cash at par, 
$100 a share. The proceeds are to be used 
to maintain normal working capital re- 
quirements and to meet a portion of fixed 
capital requirements for the year 1942. 
Funds were required for an expansion 
Program necessitated by the demands of 
vital war efforts, and the commission 
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considered the sale of common stock the 
most appropriate method of raising the 
needed funds. 

The commission further found that 
suspension of the competitive bidding 
rule was warranted in view of the fact 
that Washington Railway presently owns 
100 per cent of the outstanding common 
stock. 

Testimony was taken as to whether the 
sale of this stock at $100 amounted to a 
stock dividend to the extent of the value 
of the shares in excess of $100, contrary 
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to a statutory prohibition against stock 
dividends. The commission found noth- 
ing in the record to indicate that the pro- 
posed transaction, if consummated, 
would result in the declaration of a stock 
dividend, and it found that the price was 
appropriate. 

This proceeding was confined to ques- 
tions relating to transactions which in- 
volved only these two companies, the 
commission having reserved jurisdiction 
over an investigation covering questions 
as to relationships with the North Amer- 
ican Company. Such investigation would 
require extensive hearings, and a deter- 
mination of the questions involved could 
not be expected in the near future. Delay 
in the orderly financing of a public utility 
necessary to the successful functioning 
of war activities, said the commission, 
could not be considered. 

Chairman Hankin, in a dissenting 
opinion, opposed approval of the financ- 
ing without considering the North Amer- 


ican relationship. He said that North 
American had acquired large holdings in 
the local utility despite the provision in 
the Anti-Merger Act making it unlawful 
for any foreign holding company, direct- 
ly or indirectly, to own stock in any pub- 
lic utility doing business in the District of 
Columbia, with certain exceptions. He 
observed that rates had been excessive 
and that if the holdings of the North 
American Company were unlawful, then 
the conclusion was “inescapable that they 
must be held in trust for the ratepayers,” 

Chairman Hankin also disagreed on 
the stock dividend question, holding that 
this was not a sale of a share with an in- 
strumental value in the form of surplus 
but distribution of a surplus with a share 
of stock attached, which was in essence 
a stock dividend. In his judgment also, 
the competitive bidding rule should not 
have been waived. Re Potomac Electric 
Power Co. et al. (Formal Case No. 313, 
Order No. 2281). 
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SEC Approval of Securities Follows Sanction 
By District Commission 


JOINT application or declaration and 
an amendment thereto by Wash- 
ington Railway & Electric Company 
and Potomac Electric Power Company 
relating to the issuance by Pepco and ac- 
quisition by Washington of 30,000 
shares of the former’s common stock for 
cash at the par value of $100 per share, 
the proceeds to be used to finance a con- 
struction program, was permitted by the 
Securities and Exchange Commission to 
go into effect. This transaction, as indi- 
cated elsewhere in this department, had 
received the approval of the District of 
Columbia commission. 

An express authorization by the Dis- 
trict commission was regarded, in view 
of the provisions of § 2(a) (24) of the 
Holding Company Act, as an authoriza- 
tion “by the state commission of the state 
in which” the subsidiary is organized and 
doing business. Reference was made to 
the LaFollette Anti-Merger Law con- 
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sidered by the District commission, and 
the SEC concluded: 

Under § 10(£), therefore, we are faced 
with the question whether the acquisition of 
these securities by Washington (without re- 
gard to Washington’s parentage) complies 
with the provisions of the Anti-Merger Law. 
Congress has expressly authorized Wash- 
ington to acquire Pepco’s stock. And, as we 
have already pointed out, the public utilities 
commission of the District, by order, has 
authorized such acquisition. In terms there- 
fore the provisions of the Anti-Merger Law 
have been complied with in so far as the 
application contemplates.an acquisition of 
Pepco stock by Washington itself. 

One other question, however, has been 
suggested in connection with this acquisi- 
tion. Washington is a subsidiary within the 
definition of that term in the Holding Com- 
pany Act of The North American Company. 
Its direct acquisition of Pepco’s securities 
might therefore be regarded as an indirect 
acquisition of these securities by The North 
American Company. The question suggest- 
ed is: Would such an indirect acquisition by 
The North American Company constitute 
a violation of the Anti-Merger Law? We 
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think, however, that we need not consider 
this question at this time. 

In the first place, we have heretofore 
ordered The North American Company. to 
divest itself of its holdings in Washington. 
[Re North American Co. (SEC 1942) 43 
PUR(NS) 257.] Consequently such indi- 
rect acquisition as may be brought about by 
this transaction through North American’s 
interest in Washington is only of a tem- 
porary nature. We cannot premise our opin- 
ion in this case on the proposition that our 
prior order will not be executed. 

In the second place, pursuant to the pro- 
visions of the Anti-Merger Law the District 
Public Utilities Commission has heretofore 


7 


instituted and is at present conducting an in- 
vestigation which is designed to determine 
the validity of The North American Com- 
pany’s relations to Washington and Pepco. 
Under applicable laws that commission has 
power to institute a proceeding for the pur- 
pose of requiring compliance with the Anti- 
Merger Law. And the decisions of the su- 
preme court of the District of Columbia 
seem to support the view that a finding by 
the court of a violation might result in a 
judicial order requiring North American to 
dispose of its holdings. 


Re Potomac Electric Power Co. et al. 
(File No. 70-527, Release No. 3634). 


State Commission Not Concerned with 
Federal Integration Plan 


N a proceeding before the Missouri 
I commission in which authority was 
granted for the sale of an electric gen- 
erating transmission and distribution 
system to a rural electric cooperative, an 
officer. of Missouri Power & Light 
Company appeared and stated that his 
company was interested in purchasing 
the property. He explained a plan for ac- 
quisition of these and other properties so 
as to interconnect power plants. He fur- 
ther stated that this plan was, in the opin- 
ion of the management, in the public in- 
terest and in accord with the ideas that 


have been indicated by various Federal 
regulatory bodies. The commission, how- 
ever, said: 


Relative to the tentative plan of integra- 
tion of the Missouri Power & Light Com- 
pany : The commission believes and finds that 
it has no power to determine that it would be 
preferable that a sale be made to a public 
utility and so perfect a tentative plan of in- 
tegration ; the commission has not been vest- 
ed by the legislature with authority to evolve, 
or approve, and actively effect any plan of 
interconnection and integration of electric 
utilities. 


Re Shaffer (Case No. 10217). 


e 


Property Outside of State Excluded from Fair Value 


9 gem furniture and equipment lo- 
cated in the general office of the 
Associated Public Utilities Company at 
Columbus, Ohio, were excluded by the 
Missouri commission from the fair value 
of property of Missouri Standard Tele- 
phone Company, a subsidiary. The con- 
tention had been made that by participat- 
ing in a group plan under which the par- 
ent company performed administrative, 
bookkeeping, purchasing, and other serv- 
ices for subsidiaries, the local company, 
and hence the telephone-using public, was 
able to effect savings as compared to the 
costs of providing and maintaining ade- 
quate individual general office functions. 
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From this premise, it was argued that a 
portion of the value of the office equip- 
ment at Columbus should be included. 
The commission said that it was aware 
that certain jurisdictions had permitted 
the value of property located outside of a 
state to be included with other property 
within that state for rate-making pur- 
poses. On the other hand, some commis- 
sions, it was said, have held that property 
not located within its jurisdiction should 
not be included. The commission con- 
tinued : 
From a reading of the cases on this point, 


it appears that, in the main, property located 
in a foreign state has been included in the 
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rate base only in those instances where it 
comprises land, dams, or other substantial 
structures. Without committing ourselves 
with respect to such a situation, we believe 
that the present problem is considerably dif- 
ferent. The property here involved is short- 
lived, the items are frequently retired or re- 
placed, they consist of small units of a per- 
sonal property nature which may readily be 
removed, and, furthermore, they are not 
readily accessible for the commission’s in- 
spection and check. It would be expensive, 
impracticable, and might lead to injustices 
were we to assume the burden of including in 
our value, property of this kind when located 


e 


outside our jurisdiction....in any event, they 
are not owned by the applicant, but the sit. 
uation has more the complexion of a lease 
arrangement. We will, therefore, not allow 
in our rate base the value of furniture and 
fixtures located at Columbus, Ohio. In ar- 
riving at this conclusion, we call attention to 
the fact that we are not eliminating the pos- 
sibility of making an allowance in operating 
expenses for rental of this type of equip- 
ment. But this latter question is not now 
before us. 


Re Missouri Standard Telephone Co, 
(Case No. 9950). 


Wisconsin Commission Disclaims Jurisdiction over 
Charges for Work on Customer Appliances 


HEARING by the Wisconsin commis- 

sion concerning a filed schedule 
prescribing charges for all repair and 
maintenance work on customers’ appli- 
ances and installations and the servicing 
of those appliances resulted in a ruling 
that the commission has no jurisdiction 
over such charges. The commission said : 


Were the instrumentalities upon which the 
work is to be done owned by the utility and 
none but utility employees permitted to serv- 
ice them, a different situation would pre- 
vail. But the work for which the charges 
apply is work that may be and is often done 
by other than a utility employee and does not 
constitute a part of the service which the 
utility undertakes to render under its in- 
determinate permit. It is more in the nature 
of a merchandising operation upon merchan- 
dise sold by others as well as the utility. By 
no process of reasoning can we conceive that 


e 


an exactly similar service performed by oth- 
ers than employees of the utility, constitutes 
such others public utilities, responsible for 
the rendition of adequate service. 


The schedule provided, among other 
things, that there should be no charge for 
a certain period of time consumed by the 
service of the utility employee. After 
the first fifteen minutes, which is the 
free time, charges are to be made at 
specified rates. The free time offered is 
less than the free time allowed under the 
old schedule, while the charges after the 
free time expires are increased. 

A similar ruling by the New York 
commission was recently noted in Re 
New York & Richmond Gas Co. Case 
No. 10684, 44 PUR(NS) —. Re Mil- 
waukee Gas Light Co. (2-U-1803). 


How Taxes Should Be Shown on Telephone Bill 


A... instituted by the New 
York commission for the purpose 
of ascertaining the feasibility of insert- 
ing in each bill of the New York Tele- 
phone Company the amount of taxes in- 
cluded on the bill was terminated by ac- 
ceptance of the company’s plan of print- 
ing on the back of the bill a simple 
method by which the amount of each tax 
can be ascertained... The taxes involved 
are the 6 per cent United States tax and 
the 1 per cent New York city tax. 


The first line of the company’s bill 
shows the basic monthly charge for local 
service and the number of local calls in- 
cluded. The second line shows additional 
local calls made to the date of the bill. 
Other lines relate to out-of-town calls, 
telegrams, other charges or credits, and 
balance due. The first two lines under 
former practices of the company are 
starred and at the bottom of the bill an 
explanation of the charge is made which 
states that it includes 6 per cent U. S. tax 
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and 1 per cent New York city tax. 

The commission’s inquiry was for the 
purpose of ascertaining whether in the 
frst and second lines the amount of 
taxes could be stated separately so that 
the customer could readily ascertain, 
without the necessity of mathematical 
computation, the amount of the total of 
these items for tax and what was for 
telephone service. The commission, how- 
ever, found that the limitations of the 
billing machines make it impossible to 
add in the first or second line more than 
two figures aside from the total at the 
right of the box in each division. Such 
limitations further make it impossible to 
add more lines within the box where the 
tax or the amount of local calls could be 
stated. A bill of the New Jersey Tele- 
phone Company was introduced to show 
how the U. S. tax could be set out by 
omitting the number of calls, but it was 
observed that in New Jersey there was 
not the additional city tax. 

The commission, after considering the 
additional expense and labor, accepted 
the company’s proposal, Commissioner 
Van Namee stating : 

It is my judgment that the information of 


the number of local calls to be had without 
extra charge and the basic monthly charge 
is of more interest and importance to the 
average customer than to have this informa- 
tion on the back or some other part of the 
bill and to have stated in place thereof on 
the face of the bill the amount in dollars and 
cents of the United States. tax and the city 
tax. 


Chairman Maltbie, in a dissenting 
opinion in which Commissioner Burritt 
concurred, referred to the common com- 
plaint that utility rates are too high and 
should be reduced. 

He continued : 


. .. but as the general public is not aware 
of the extent to which taxes have increased, 
they often do not understand why rates can- 
not be reduced and why in some cases it has 
been necessary to increase them. It would 
be desirable if practicable for each user of 
utility services to be informed, from time to 
time, how much of each dollar which he 
pays to a utility goes for various purposes 
and particularly how much of it is paid over 
to governmental agencies. This is particu- 
larly important where bills to consumers 
have been increased directly by added taxes 
which have been levied directly upon the 
consumer and of which he is not constantly 
advised. 


Re New York Telephone Co. (Case 
10680). 


e 


Public Interest Stated by Legislature Is 
Binding on Commission 


HE Missouri commission authorized 
the sale of electric utility property 
by a public utility company to a rural 
electric codperative, contingent upon the 
cooperative complying with statutory 
provisions for conversion into a form of 
cooperative subject to the Rural Electric 
Cooperative Act. Previously the com- 
mission had denied approval because the 
cooperative had not so converted. A re- 
hearing had been granted to permit evi- 
dence that it was prepared to become sub- 
ject to the provisions of the act. 
In its previous order refusing authori- 
zation the commission had stated : 


The commission believes that it is not in 
the public interest to authorize the transfer 
of the properties of a public utility which, 
under the law, must serve all who apply for 


service and whose operation is under the su- 
pervision of the public service commission, 
to a cooperative which, under the law, is not 
obligated to serve all who desire service and 
whose operation is not under the supervision 
of any regulatory body whatsoever. ... The 
commission considers that it is not in the 
public interest that a transmission system 
supplying electrical energy over high ten- 
sion wires should be transferred from a util- 
ity, over which the commission has super- 
visory power to protect the safety of the 
public and the transmission and communica- 
tion lines of other electrical operators from 
induction and electrical interference, to a co- 
dperative which is not so subject to the su- 
pervisory powers of this commission or any 
other regulatory body. 


The commission, on the later hearing, 
quoted from the statutes authorizing a 
codperative, organized or converted un- 
der the act, to acquire such properties and 


195 JULY 30, 1942 





PUBLIC UTILITIES FORTNIGHTLY 


stating the purpose for the authorization. 
The commission then expressed the opin- 
ion that it had no power to take a posi- 
tion as to what was “in the public inter- 
est” with reference to the question pre- 
sented, in view of the positive purpose 
stated in the Rural Electric Codperative 
Act, adding: 


Corporations are created by the legislative 
arm of the government; their powers and 
purposes are defined by the legislature. It is 
presumed that the general assembly intended 


ized an increase in rates of a tele- 
phone company which had been forced to 
borrow money to repair damage caused 
by accident and which desired to im- 
prove its earnings in order to repay out- 
standing loans, the estimated income 
available representing a 5.98 per cent re- 
turn on a net book value rate base. The 
commission said that while it did not 
favor increasing rates during war time, 
this case fell within the exceptions noted 
in its decision in Re Wisconsin Teleph. 
Co. (1942) 43 PUR(NS) 193. Re 
Hammond Telephone Co. (2-U-1814). 


: ee Wisconsin commission author- 


The supreme court of Wyoming re- 
versed a lower court judgment directing 
the revocation of a commission order 
granting an application for an extension 
of a certificate of convenience and neces- 
sity by a motor carrier, holding that 
after a statute is repealed without a sav- 
ing clause or without an affirmance in 
substantial terms of enactment of a 
former law, the repealed statute is con- 
sidered as if it never existed except as 
to matters and transactions passed and 
closed; that under present statutes the 
commission properly authorized an ex- 
tension of a carrier’s certificate without 
first requiring a protesting carrier to 
give the service in territory occupied by 
him, where the commission found that 


to promote the public interest not only in the 
creation, but in the definition of corporate 
purposes and powers. 

Consequently, the commission cannot hold 
we believe, that it is not in the public interest 
for the Black River Electric Codperative 
upon its conversion and becoming subject to 
the provisions of the Rural Electric (Co. 
Operative Act, to acquire by purchase the 
properties of the applicant and to thereafter 
supply electric energy to its members in that 
area. 


Re Van Buren Light, Power & Ice Co, 
(Case No. 10205). 


e 


Other Important Rulings 


the protestant’s abuse of monopoly 
could be corrected only by granting simi- 
lar authority to a competing carrier, 
Robinson v. Gallagher Transfer & Stor- 
age Co. 125 P(2d) 157. 


The supreme court of Tennessee re- 
versed a decree for the repayment of in- 
spection fees to bus companies, holding 
that the state and its commission had 
authority to inspect interstate vehicles 
and to exact a fee for inspection, control, 
and supervision of motor busses. The 
court said that it was well settled that it 
is only when Congress has legislated spe- 
cifically touching a given subject that the 
state power to legislate touching the 
same subject is superseded. McCanless 
et al. v. Southeastern Greyhound Lines, 
Inc. et al. 162 SW (2d) 370. 


The Maine commission denied author- 
ity to increase rates charged by the 
Stockton Springs Water Company for 
service to the Searsport Water Company, 
holding that 5 per cent was reasonable 
for return and that one-half of 1 per 
cent was sufficient for annual deprecia- 
tion of a main in 80 per cent condition 
which had been down thirty-six years. 
Depreciation on a booster pump was al- 
lowed by the commission at the rate of 
6% per cent. Stockton Springs Water Co. 
uv. Itself (FC 1178). 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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Cities of Cleveland and Akron 


Hope Natural ‘Ge Company 


[Docket Nos. G-100, G—101.] 
Pennsylvania Public Utility Commission 


Hope Natural ai Company 


[Docket No. G-127.] 


Re Hope Natural Gas Company 


[Docket No. G-113.] 
[Opinion No. 76.] 


Valuation, § 122 — Overheads — Items charged to operating expense. 
1. Undistributed construction costs or overheads originally charged to op- 
erating expense should not be capitalized by including them in the rate 
base, p. 8. 
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Valuation, § 39 — Rate base — Reproduction cost — Unreliability. 
2. An estimate of reproduction cost not predicated upon facts, but cop. 
jectural and illusory, should not be given any weight in determining thy 
rate base, p. 8. 


Valuation, § 49 — Rate base — Trended original cost — Unreliabiltty. 
3. A trended original cost estimate intended to reflect changes in price 
levels, giving no consideration to advances in the science of construction 
and improvement in the quality of materials, not founded upon facts, has 
no probative value in determining the rate base, p. 8. 


Valuation, § 113 — Well drilling expenditures. 
4. Well drilling expenditures of a natural gas company charged to expense 
in accordance with the general practice of the natural gas industry and 
claimed and allowed as operating expenses in a rate proceeding should 


not be allowed as part of the rate base in a subsequent rate proceeding, 
p. 11. 


Valuation, § 168 — Charges to capital — Items charged to operating expense, 
5. Items previously charged as operating expenses under the allowable dis- 
cretion of management should not later be charged to capital and included 
in the rate base, p. 11. 


Valuation, § 36 — Rate base — Actual legitimate cost. 
6. Actual legitimate cost predicated upon facts is the best evidence and 
should be employed for determining the proper and allowable rate base 
where estimates of reproduction cost and trended original cost have been 
condemned as unreliable, p. 16. 


Valuation, § 85 — Accrued depreciation — Deduction. 
7. Actual existing depletion and depreciation should be deducted from the 
actual legitimate cost of property devoted to interstate service of a natural 
gas company in determining the rate base, p. 16. 


Valuation, § 82 — Accrued depreciation — What constitutes. 


8. Actual existing depletion and depreciation is the extent to which the 
service life, that is, the economic life, of natural gas property has been con- 
sumed due to such forces as exhaustion of the natural gas supply, wear, 
inadequacy, and obsolescence, p. 16. 


Depreciation, § 23 — Depletion — What constitutes. 


9. Annual depletion and depreciation measure the economic service life 
consumed in one year, p. 16. 


Depreciation, § 26 — Annual allowance — Accrued depreciation. 


10. Annual allowance for depletion and depreciation must be correlated 
with the actual existing amount to avoid injustice to the utility or rate 


payers, p. 16. 


Depreciation, § 13 — Basis — Reproduction cost. 
11. It is inequitable to predicate depletion and depreciation upon reproduc- 
tion cost, p. 17. 


Depreciation, § 14 — Basis — Actual cost. 
12. Depletion and depreciation should be based on actual legitimate cost, 


p. 17 
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Valuation, § 101 — Accrued depreciation — Per cent condition. 
13. An estimate of accrued depreciation determined primarily by the ob- 
servation process to obtain a “per cent condition” of the property, not 
giving proper consideration to all factors contributing to retirement of 
property and not reflecting actual existing depletion and depreciation or 
diminished service life, is erroneous, p. 17. 


Valuation, § 104 — Accrued depreciation — Required reserve as measure. 
14. The required depletion and depreciation reserve of a natural gas com- 
pany which has accumulated an excessive reserve is the best evidence of 
the measure of actual existing depletion and depreciation and should be 


deducted from the actual legitimate cost of the property for rate making, 
p. 17. 


Valuation, § 225 — Estimated expenditures — Revenues. 
15. Capital expenditures estimated for the future should be allowed in the 
rate base only to the extent that actual legitimate costs will be increased, and 
such expenditures should not be included when the Commission has not 
given direct effect to expected additional revenues in the forecast of rev- 
enues for rate making, p. 22. 

Valuation, § 217 — Unoperated gas acreage. 
16. The cost of unoperated acreage of a natural gas company should be 
included in the rate base when necessary and useful or imminently useful 
in rendering service, p. 22. 

Valuation, § 300 — Materials and supplies. 
17. The monthly average of materials and supplies on hand is the most 
accurate measure of a natural gas company’s requirements, p. 23. 


Valuation, § 313 — Cash working capital — Relation to operating expenses. 


18. A period of forty-five days was held to be ample to measure the amount 
of cash working capital required for payment of operating expenses of a 
wholesale natural gas company, p. 23 


Valuation, § 396 — Cash working capital — Exclusion of gas purchase. 


19. Cost of gas purchased must be excluded from a computation of cash 
working capital when revenues from gas sales are received before the pay- 
ment for purchased gas is due, p. 23. 


Expenses, § 137 — Natural gas company — Delay rentals — Exploration and de- 
velopment costs. 

20. Delay rentals related to unoperated acreage and other exploration and 
development costs should be included in operating expenses of a natural gas 
company, p. 25. 

Expenses, § 92 — Rate case expense. 
21. Rate case expenses should be allowed as an operating expense and 
amortized over a period of years, p. 26. 

Expenses, § 28 — Reclassification study. 
22. The expense of making reclassification studies in order to comply with 
systems of accounts prescribed by regulatory Commissions should be amor- 
tized over a period of years as an operating expense, p. 26. 

Revenues, § 8 — Profits from processing gas — A ffiliate’s operation. 
23. Excess profits of an affiliated company which extracts gasoline and 
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other byproducts from natural gas of a public utility company should be 
allowed as a credit to reduce the gas company’s operating expenses, p. 27, 


Expenses, § 66 — Cost of services to affiltate. 


24. Operating expenses of a natural gas company should be reduced for 
the cost of services billed to affiliated companies at cost, in order to reflect 
actual net operating expenses, p. 28. 


Expenses, § 135 — Natural gas company — Revenues — Gas used to repressure 
oul wells. 


25. Both revenues and expenses of a natural gas company are overstated 
when the company records, as sales and purchases of natural gas, transac. 
tions by which gas is furnished to an affiliated company for use in repres. 
suring oil wells and returned to the company’s system at reduced pressures, 


p. 28. 
Expenses, § 135 — Natural gas company — Use of coke-oven gas. 


26. Elimination of the property and expenses relating to transportation of 
coke-oven gas used as fuel at a compressor station and substitution of the 
cost of an equivalent amount of natural gas in determining operating ex- 
penses received Commission approval, p. 28. 


Expenses, § 135 — Natural gas company — Steam furnished to extraction plant. 
27. Adjustments should be made in the operating expenses of a natural 
gas company for steam furnished from its compressor stations without 
charge to an affiliated company for use in extraction plants, p. 28. 


Expenses, § 135 — Natural gas company — Revenues — Compressing costs — De- 
livery to other compames. 

28. Actual revenues and operating expenses of a natural gas company are 

overstated when the company bills another company for gas sold and in- 

cludes the gross amount of billings in revenues but makes a refund to the 

other company for the cost of compressing the gas to transport it to market, 

including the amount of the refund as a cost of compressing gas, p. 29. 


Expenses, § 46 — Donations. 


29. Donations should be eliminated from operating expenses of a natural 
gas company, p. 29. 


Return, § 24 — Reasonableness — Factors considered — Comparative risks — 
Credit — Attraction of capital. 

30. The return of a public utility shall be equal to that generally being 
made at the same time and in the same region on investments in other en- 
terprises attended by corresponding risks, and the return should be sufi- 
cient to assure confidence in the financial soundness of the utility and to 
maintain its credit and enable it to attract the capital necessary for the 
proper discharge of its public duties, p. 32. 


Return, § 101 — Natural gas company. 
31. A wholesale natural gas company was allowed a return of 64 per cent, 
p. 33. 


Rates, § 240 — Schedules — Effect of filing. 


32. The acceptance of a rate schedule for filing does not mean that the 
Commission approved it and does not establish the justness or reasonable: 
ness of the rates, p. 33. 
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Rates, § 13 — Authority of Federal Power Commission — Retroactive action. 
33. The Federal Power Commission, although not having authority to fix 
rates for the past and to award reparation, has authority .as a step in the 
process of fixing future rates to determine what rates were lawful in 


the past, p. 33. 
Rates, § 171 — Untformity. 


34. Rates should be uniform in the absence of compelling reasons to the 


contrary, p. 37. 


(Scott, Commissioner, dissents in part; MANLY, Commissioner, 
concurs in separate opinion.) 


(May 26, 1942.) 
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APPEARANCES: Hon. Harold H. 
Burton, Thomas A. Burke, Jr., Spen- 
cr W. Reeder, Robert E. May, and 
William S. Burton, for the city of 
Cleveland; Wade DeWoody, C. B. 
McRae, and Harold L. Mull, for the 
city of Akron; Harry M. Showalter, 
Frederick P. Glick, Samuel G. Miller, 
and Herbert S. Levy, for the Penn- 
sylvania Public Utility Commission; 
William B. Cockley, William A. 
Dougherty, Walter J. Milde, Theo- 
dore R. Colborn, and Edward M. 
Borger, for Hope Natural Gas Com- 
pany; Hon. Clarence W. Meadows, 
Hon. John J. D. Preston, Hon. E. B. 
Pennypacker, Hon. C. E. Nethken, 
Hon. A. M. Mahhood, Frank M. 
Powell, W. W. Goldsmith, and Pat- 
tick D. Koontz, for the state of West 
Virginia and the Public Service Com- 
mission of West Virginia; Joseph 
Nathanson, for the city of Toledo; 
Richard J. Connor, Milford Springer, 
George Slaff, and Justin R. Wolf, for 
the Federal Power Commission. 


By the Commission : 


These pro- 
ceedings grew out of complaints filed 
by the cities of Cleveland and Akron, 


5 


NVESTIGATION of rates for interstate wholesale natural gas 
service; rate reductions ordered. 


¥ 


Ohio, and were enlarged by the Com- 
mission’s order of October 14, 1938, 
for an investigation of the reasona- 
bleness of all the interstate wholesale 
rates of Hope Natural Gas Company 
under the provisions of the Natural 
Gas Act.* 

The cities of Cleveland and Akron, 
Ohio, filed with the Commission com- 
plaints alleging that the price charged 
by Hope Natural Gas Company to 
East Ohio Gas Company for natural 
gas was unreasonable and unduly dis- 
criminatory. The Pennsylvania Pub- 
lic Utility Commission also filed a 
complaint asserting that the rates 
charged by Hope Natural Gas Com- 
pany to Peoples Natural Gas Com- 
pany, Fayette County Gas Company, 
and the Manufacturers Light and 
Heat Company were unlawful. 

The three complaint proceedings 
and the proceeding instituted by the 
Commission were consolidated for 
purposes of hearing. Upon petition, 
the Public Service Commission of 

1 The term “interstate wholesale” when used 
in this opinion means the sale of natural gas 
in interstate commerce for resale for ultimate 


public consumption for domestic, commercial, 
industrial, or any other use. 
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West Virginia, the state of West Vir- 
ginia, and the city of Toledo, Ohio, 
were permitted to become interveners 
in the consolidated proceedings. 
Hearings were held, pursuant to or- 
der and notice, at intervals during 
1940 at which Hope presented its 
case-in-chief. After written and oral 
argument the motion of the cities of 
Cleveland and Akron for an immedi- 
ate order reducing rates to East Ohio 
Gas Company was denied for insuf- 
ficiency of evidence. Additional 
hearings were conducted during the 
first half of 1941 and concluded in 
July. The evidence presented during 
the forty-three days of hearings cov- 
ered all issues and embraced nearly a 
gross of extensive exhibits and about 
7,000 pages of transcript. Each par- 
ty to these proceedings was cognizant 
of the issues and was afforded ample 
opportunity to present evidence. Com- 


prehensive briefs have been filed and 
the Commission, sitting en banc, has 
heard extensive oral argument. 


Jurisdiction 


The jurisdiction of the Commission 
was not challenged in these proceed- 
ings. The facts show and counsel for 
Hope Natural Gas Company has stip- 
ulated that Hope transports and sells 
natural gas in interstate commerce to 
five companies for resale for ultimate 
public consumption.* Hope is a nat- 
ural gas company within the purview 
of the Natural Gas Act and we may 


proceed with the determination of th, 
lawfulness of its interstate wholesale 
rates. See Illinois Nat. Gas Co, y 
Central [Illinois Pub. Service (p, 
(1942) 314 US 498, 86 Led — » 
PUR(NS) 53, 62 S Ct 384; Federal 
Power Commission v. Natural Gas 
Pipeline Co. (1942) 315 US — 9% 
L ed —, 42 PUR(NS) 129, 62S¢ 
736. 


Operations of the Company 


The Hope Natural Gas Company 
was organized in 1898 in West Vir. 
ginia and is a subsidiary of Standard 
Oil Company (N. J.). Its property, 
composed of approximately 5,000 
miles of pipe lines and 3,000 gas wells 
in West Virginia, is an integral part 
of the interconnected Standard Oil 
System which serves the Appalachian 
area with natural gas. The major 
customers of Hope are its affiliates, 
the East Ohio Gas Company and the 
Peoples Natural Gas Company, which 
serve a large area including Cleveland, 
Akron, Youngstown, Massilon, Can- 
ton, Pittsburgh, and Altoona. Hope 
also sells gas to its affiliate, the River 
Gas Company, and to two nonaffli- 
ates, Fayette County Gas Company 
and the Manufacturers Light and 
Heat Company. Hope produces about 
one-third of its total annual gas re- 
quirements and purchases the remain- 
ing two-thirds under more than 300 
contracts.® 

In 1940, Hope handled about 74, 





2 Hope’s pipe lines interconnect with those 
of its five wholesale customers and the gas 
which it sells to those companies flows in 
interstate commerce without interruption and 
is resold in Ohio and Pennsylvania. Hope 
sells and delivers gas (1) to the East Ohio 
Gas Company and the River Gas Company at 
several points along the West Virginia-Ohio 
state boundary; (2) to the Peoples Natural 
Gas Company and the Fayette County Gas 
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Company at points on the West Virginia- 
Pennsylvania state boundary; and (3) to the 
Manufacturers Light and Heat Company in 
northern West Virginia, which transports and 
sells such gas in Pennsylvania for ultimate 
public consumption. 

Hope purchases coke-oven gas from the 
affiliated Domestic Coke Corp. and trans- 
ports the gas to Hastings for use as com- 
pressor station fuel. It is agreed that the 
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000,000 thousand cubic feet of gas 


(2) about 10,000,000 
housand cubic feet to Peoples Natu- 
ral Gas Company; (3) more than 2,- 
(00,000 thousand cubic feet to Manu- 
facturers Light and Heat Company; 
(4) approximately 860,000 thousand 
ubic feet to Fayette County Gas Com- 
many; (5) nearly 400,000 thousand 
ubic feet to River Gas Company ; and 
(6) more than 11,000,000 thousand 
cubic feet to local consumers in West 
Virginia. The remainder totaling 
about 9,000,000 thousand cubic feet 
was gas lost or used in company op- 
erations. 

Hope’s natural gas is processed by 
an affiliate, Hope Construction & Re- 
fning Company, for the purpose of 
extracting the natural gasoline and 
butane. Another affiliate, the Domes- 
tic Coke Corporation, sells its by-prod- 
uct coke-oven gas to Hope for use as 
boiler fuel in Hope’s main compressor 
station. 


Corporate and Financial History 


Hope Natural Gas Company is a 
large, seasoned, and successful utility, 
aid during its corporate history of 
more than forty years its capital struc- 
ture has been solely in the form of 
common stock. Since 1908, it has 
been a subsidiary of Standard Oil 
Company (N. J.) and all of its out- 





Property and costs relating to that transac- 
tion be eliminated and the equivalent thousand 
cubic feet of natural gas be substituted at 
Hastings compressor station at a cost of 22 
cents per thousand cubic feet. 

‘Hope Natural Gas Company in December, 
1939, merged the former Reserve Gas Com- 
pany, but by agreement between counsel that 
property and income have been segregated and 
excluded for the purposes of these proceed- 
ings, 


standing capital stock, having an ag- 
gregate par value of approximately 
$28,000,000, is owned by Standard. 

During Hope’s existence it has paid 
more than $108,000,000 in dividends, 
$11,000,000 of which were stock divi- 
dends. From 1898 to 1941 the aver- 
age annual cash dividends to stock- 
holders exceeded 20 per cent on the 
average annual amount of capital 
stock issued for cash or other assets. 

The company presented its balance 
sheet as an exhibit, which shows an 
owner’s equity in assets, at the end of 
1938, of more than $33,000,000, com- 
prising $28,000,000 of capital stock 
and $5,000,000 of surplus. This eq- 
uity is represented in assets principal- 
ly by gas plant in the net amount of 
$15,500,000, government bonds of 
$11,000,000, and cash and investments 
of $5,500,000. The $15,500,000 net 
investment per books in the company’s 
gas plant, including distribution prop- 
erty, is actually about $8,000,000, be- 
cause the company had previously 
transferred $7,500,000 from depletion 
and depreciation reserves to earned 
surplus.® 

We will now proceed to the prag- 
matic determination of the lawful 
rates, within the ambit of our statu- 
tory authority. 





5 Source: Exhibit No. 11, pp. 10 and 21; 
Exhibit 61, p. 3. 


Plant, Dec. 31, 1938, per books 
(including Distribution Property 
of about $2,795,000) $56,213,454 

Depreciation and depletion reserve, 

40,633,562 


$15,579,892 
Less adjustments in 1934 ($5,901,- 
000) and in 1908 ($1,650,000) 
transferring these amounts from 
depreciation and depletion re- 
serve to earned surplus 


Net Investment 
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Rate Base 


The Hope Company claimed a rate 
base of $66,000,000 and calculated 
that it was earning a rate of return of 
about 3 per cent from its interstate 
business on that base. The claimed 
rate base was molded from an estimate 
of the cost to reproduce the property 
less observed depreciation, plus work- 
ing capital. The derived rate of re- 
turn was based upon the company’s 
presentation of revenues and expenses 
averaged for 1937, 1938, and 1939. 


The Company's Estimates of Repro- 
duction Cost and Trended 
“Original Cost” 


The estimate of the company ap- 
proximated $97,000,000 for the cost 
to reproduce the property. That re- 
sult was reached by applying unit 
prices for material and labor to an in- 
ventory and adding about 17 per cent 
to that total for undistributed con- 
struction costs. 


[1] 


Many hypotheses were em- 
ployed for this reproduction cost es- 
timate and each of them disregards the 
development and experience of the 


Hope Company. Quoted prices for 
pipe and other material, rather than 
actual current prices, were used and 
obsolete compressor station equipment 
was priced by applying quoted prices 
for modern equipment. The record 
demonstrates that the quoted price for 
pipe is not in fact the price that is 
paid. Actual prices are the result of 
negotiation. The calculated construc- 
tion costs exceeded the actual pipe-line 
construction costs experienced by the 
Hope Company during a recent pe- 
riod. This appraisal of the cost to 
reproduce the system included $14,- 
44 PUR(NS) 


000,000 for undistributed constry 
tion costs or overheads which ignore 
the experience of the company with 
respect to such costs and the fact tha 
Hope has charged all overhead ex 
penditures (with minor exceptions) 
operating expenses in the past. It jg 
improper and inequitable to capitalizg 
items formerly charged to operating 
expenses, and in rate making the inclu. 
sion of such expenses in the rate base 
would compel the ratepayer to reim- 
burse the company more than once for 
the same item. We will discuss this 
peint extensively in connection with 
the company’s claimed “original cost.” 

[2,3] The company’s hypothetical 
reproduction cost estimate is nearly 
double the actual legitimate cost of the 
property, although, as the record 
shows, the greater part of the property 
was constructed during the high-price 
period of 1917-1930. 

After full consideration of the es- 
timate of reproduction cost new pre- 
sented by the company, we find that 
it is not predicated upon facts and 
that it is too conjectural and illusory 
to be given any weight in these pro- 
ceedings. See California R. Commis- 
sion v. Pacific Gas & E. Co. (1938) 
302 US 388, 397, 82 L ed 319, 21 
PUR(NS) 480, 58 S Ct 334; Re 
Canadian River Gas Co. (Fed PC 
1942) Op. 73, 43 PUR(NS) 205. 

The company also presented a trend- 
ed “original cost” estimate which ex- 
ceeded $105,000,000. The objective 
of that estimate, according to the wit- 
ness, was to reflect changes in price 
levels and to indicate what the origi- 
nal cost of the property would have 
been if 1938 material and labor prices 
had prevailed throughout the whole 
period of the piecemeal construction 
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the company’s property since 1898. 
\t the outset this estimate includes a 
multi-million dollar error because the 
rend factors were applied to an in- 
lated “original cost” claim of the com- 
jany, which we will discuss fully un- 
fer the subject of actual legitimate 
wst. The evidence discloses funda- 
mental errors in the trending process 
ysed. No consideration was given by 
the company’s witness to the great ad- 
vances in the science of construction 
and the improvement in the quality of 
pipe and equipment in the natural gas 
industry, during the long history of 
the company. 

Hope Company’s own experience 
demonstrates that man-hour produc- 
tivity has increased greatly through- 
out the years during which the com- 
pany’s property was constructed. Yet 
the company’s witness gave no consid- 
eration to that fact, but utilized high 
1938 hourly wage-rates to price the 
sower obsolete construction methods 
of the past on a time basis. It is un- 
disputed that service qualities of 
pipe, including increased _ tensile 
strength and reduced weight, have 
been improved in recent years. Pipe is 
sold on the basis of weight and the 
heavier and inferior pipe in the Hope 
System was priced at 1938 prices for 
modern pipe, in disregard of the 
known improvements in the product. 
Another basic defect in the trending 
was the adoption of the arithmetical 
average of the cost per ton of smaller 
sizes of pipe when 95 per cent of the 
cost of pipe in the company’s trans- 


mission lines represented pipe having 
greater diameters. That such a pipe 
trend is not representative is obvious. 
Furthermore, the 1938 prices upon 
which the trends were based, being 
representative of only slightly more 
than 1 per cent of the total plant, fur- 
nished no dependable yardstick. 

In the light of the evidence the con- 
clusion is inescapable that the com- 
pany’s trended “original cost” esti- 
mate is not founded in fact, but it is 
basically erroneous and produces irra- 
tional results. 

The reproduction cost studies and 
the so-called trended “original cost” 
studies were the typical, hypothetical 
conjectures which have plagued rate 
regulation for more than forty years. 
The actual development and experi- 
ence of the Hope Company were ig- 
nored. In addition, assumption upon 
assumption as to material and labor 
costs, and magnified imagination as to 
overheads were indulged in lavishly. 
The results have no probative value 
and accordingly must be condemned.® 

The estimates of reproduction cost 
and trended “original cost” lack relia- 
bility, so we turn to the evidence of 
actual cost of Hope’s property. 


Actual Legitimate Cost 


The company and the Commission’s 
staff submitted exhibits and supplied 
testimony on the cost of gas plant 
used in the company’s interstate serv- 


ice. The company claimed that cost, 
as of December 31, 1938, amounted 
to $69,735,638, the staff indicated a 





® Under the recent decision of the Supreme 
Court involving the Natural Gas Act in Fed- 
tral Power Commission v. Natural Gas Pipe- 
line Co. (1942) 315 US —, 86 L ed —, 42 
PUR(NS) 129, 62 S Ct 736, and the deci- 
sion of this Commission in Re Chicago Dist. 


Electric Generating Corp. (1941) 39 PUR 
(NS) 263, involving the companion part of 
the Federal Power Act, such estimates of 
reproduction cost and trended “original cost” 
need not have been admitted in evidence. 
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figure of $51,984,153, while the books 
disclosed an investment of approxi- 
mately $52,730,666.” ° 

Hope’s vouchers, books, and rec- 
ords are adequate for examination, 
analysis, and audit. Hope kept com- 
plete records of its expenditures 
throughout its existence, so no esti- 
mates are required to ascertain the ac- 
tual cost. 


Table A [omitted here] compares 
the cost of facilities used in interstate 
service as claimed by the company, as 
shown by the books of account, and 
according to our findings, as of De- 
cember 31, 1938. 


The Company's Estimated 
“Original Cost” 


The first step in the company’s de- 
termination was the taking of an in- 
ventory. The inventory units were 


then priced at estimated cost, includ- 
ing arbitrary overheads. The amounts 
shown as plant costs by the books were 
ignored, except for the purpose of aid- 


ing in estimating unit costs. As is 
shown by Table A [omitted here], the 
company’s method resulted in a 
claimed net increase of $17,004,972 
over the amount recorded as invest- 
ment in the interstate properties on its 
books of account. The company 





7,8 The book cost of the interstate facilities 
is derived as follows: 


Total Plant Investment 
per b 
Less: 
Distribution property 
Unfinished construc- 
tion 
Intangible plant .... 
Property used to 
transport coke- 
oven gas 


$56,213,454 
$2,795,083 
81,392 
30,186 


576,127 3,482,788 





Plant Investment, per 
books, of Interstate 
Facilities 
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$52,730,666 


10 


claims, in other words, that its books 
fail to show the true cost of such Prop 
erties in that amount. The items of 
that amount which are identifiable rep 
resent expenditures previously charged 
to expense accounts. Some of the al. 
leged expenditures were not incurred 
at all. For example, claimed interest 
during construction of $632,000 was 
not actually paid. Obviously to the 
extent that the plant costs are under- 
stated, if they are, the difference must 
represent charges to other accounts, 
particularly expense accounts, in the 
books. 

The claimed additional costs are 
divisible into two groups—one relat- 
ing to properties constructed by the 
company, and the other relating to 
property acquired from other utilities. 
Table B on page 12 shows the general 
nature of the $17,004,972. [Table 
omitted. ] 

The company’s cost study was made 
by an engineering firm. The witness 
for the company, a valuation engi- 
neer, indicated clearly that he was 
not concerned with the company’s past 
practices in determining costs and in 
determining expenses. To him it was 
of no concern whether an item had 
been charged to expense and the cost 
thereof recouped in rates, or even 
whether an item represented an ex- 
pense under the wide discretion of 
management allowed by accepted 
principles of accounting. The reali- 
ties as to past practices and determi- 
nations received no_ consideration. 
Evidently the object of the study was 
to determine the maximum cost which 
could be assigned to the properties un- 
der any theory or principle of cost 
determination, regardless of the fact 
that the Hope Natural Gas Company 
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tad been in business more than forty 
years and had made determinations in 
its regular course of business as to 
which of its expenditures constituted 
investment in plant and which consti- 
tuted operating expenses. 

The first proposed adjustments to 
book cost ($1,821,581), reflecting in- 
ventory, transfer, and correcting ad- 
justments, will be discussed herein- 
after. 

[4, 5] The second adjustment 
($13,580,814) represents items previ- 
ously charged to expense and not capi- 
talized in the books or items which 
cannot be identified in the books and 
records and, therefore, may not have 
been incurred at all. The amount of 
$13,580,814 may be subdivided as fol- 
lows: [Table omitted. ] 

The largest item of claimed addi- 
tional cost relates to labor and drilling 
equipment used in drilling wells. The 
additional amount claimed ($11,279,- 
554) is associated with 2,633 wells. 
It is the company’s contention that 
these expenditures, which were 
charged to operating expenses when 
incurred, should now be included in 
the rate base. 

It was the consistent practice of the 
Hope Company up to 1923 to charge 
the cost of drilling wells to operating 
expense. This likewise was the gen- 
eral practice of the natural gas indus- 
try. It followed the well-established 
practice of extractive industries of 
charging items to expense which in 
less venturesome enterprises were or- 
dinarily charged to the plant account.® 
®Re Hope Nat. Gas Co. (W Va) PUR 
1921E 418, 439, 440; United States v. Roden 
Coal Co, (1930) 39 "F(2d) 425; Marsh Fork 
Coal Co. v. Lucas (1930) 42 F (2d) 83; Com- 
missioner of Internal Revenue v. Brier Hill 


Collieries (1931) 50 F(2d) 777. 





The theory underlying the practice was 
that additional wells were constantly 
needed to keep the company in busi- 
ness, hence the cost incurred was not 
for the purpose of adding to the prop- 
erty but rather for the purpose of 
maintaining the business. The evi- 
dence shows that the Natural Gas As- 
sociation of America opposed a provi- 
sion in the first uniform system of 
accounts for natural gas companies 
issued by a state Commission which 
required capitalization of well-drilling 
expenditures. That association took 
the view that such expenditures were 
necessary operating expenses. In 
fact, Hope did not change its prac- 
tice in this respect until it was required 
to do so by the provisions of the sys- 
tem of accounts for natural gas com- 
panies promulgated by the Public 
Service Commission of West Virgin- 
ia, effective in 1923. It is significant 
that West Virginia’s system of ac- 
counts did not require and evidently 
did not permit the Hope Company to 
re-account for its past expenditures, 
but merely required a change as to 
treatment of well-drilling expenditures 
beginning with its effective date. 

The company’s practice of charging 
well-drilling expenditures to operat- 
ing expenses, therefore, conformed to 
the principles and practices of the time. 
One of the obvious purposes of keep- 
ing books of account is to inform man- 
agement so that proper managerial 
decisions may be made. One of the first 
functions of management, of course, 
is to endeavor to fix prices so that rev- 
enues will cover operating expenses 
and yield a profit. Where it is the 
general practice of the industry to 
treat certain expenditures as operating 
expenses, it is manifest that such ex- 
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penditures will be considered as ex- 
penses in its rate negotiations and de- 
terminations. 

If there were any doubt about this 
matter, it would be dispelled by the 
action of the Hope Company itself. 
In 1921 the Hope Company was in- 
volved in a rate proceeding before the 
Public Service Commission of West 
Virginia. It was a proceeding in 
which Hope sought to increase its 
rates. In that proceeding the com- 
pany claimed well drilling and other 
expenditures now sought to be includ- 
ed in the rate base, as operating ex- 
penses. They were allowed as such 
by the Public Service Commission of 
West Virginia.” No further proof 


is needed to show that Hope consid- 
ered the expenditures in question as 
operating rather than plant items, in 
its efforts to recover full operating 
costs plus a profit in the conduct of 


its business. 

No greater injustice to consumers 
could be done than to allow items as 
operating expenses and at a later date 
include them in the rate base, thereby 
placing multiple charges upon the con- 
sumers. 

The other direct material and labor 
costs of $996,543 appear, to the ex- 
tent they can be identified, to have been 
charged in the past to maintenance and 
repairs. 

The adjustments for cost of labor in 
laying mains, constructing compressor 
stations and other property totaling 
$1,295,953, and the adjustment of 
$8,764 to the cost of leases are treat- 
ed later. 

In addition to well-drilling expendi- 
tures, other items now sought to be 

10 Re Hope Nat. Gas Co. PURI921E 418, 
433, 439, 440. 
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included in the plant accounts which 
were previously included in expenses, 
if they were incurred at all (the com- 
pany’s method makes it impossible to 
determine whether or not certain of 
the expenditures were incurred) are 
as follows: 

Unloading, Hauling and Warehouse 


Handling Costs 
Indirect Field Costs 


As to these items, here again the 
company followed a consistent prac- 
tice, and the practice of the industry, 
in charging such expenditures to ex- 
pense accounts. It was not customary 
for the natural gas industry or other 
extractive industries to load the plant 
accounts with overhead items, such as 
shown above. Even under the rela- 
tively definite requirements of the 
Commission’s present Uniform Sys- 
tem of Accounts, considerable discre- 
tion and latitudes are allowed manage- 
ment in accounting for overhead ex- 
penditures. Accordingly, the allow- 
ance of the items mentioned would 
not represent the correction of past er- 
rors, but merely the substitution of 
present judgment for the judgment ex- 
ercised at the time the expenditures 
were incurred, which covered a period 
of forty years. The important rule is 
that once discretion has been exercised, 
subsequent action must be consistent 
with the decisions previously reached. 
There is no settled principle control- 
ling the determination of the exact 
amount of overheads, if any, which 
should be applied to the cost of plant 
items. 

Besides claiming large additional 
costs for property constructed by the 
company, Hope claims a net sum of 
$1,599,730 representing alleged addi- 
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fional original cost of property ac- 
quired from other utilities. These 
properties, acquired chiefly from affli- 
ated utilities, were accounted for by 
Hope at the cost to it, which was the 
cost to the predecessors. Hope now 
caims that the costs accounted for as 
plant by the predecessors were in er- 
ror in that the predecessors followed 
the same allegedly erroneous practices 
that Hope followed. It, therefore, 
caims that well-drilling costs in the 
amount of $1,364,087, other direct 
material and labor costs of $286,173, 
unloading, hauling, and warehouse 
handling costs of $18,557, indirect 
field costs of $38,519, other overhead 
costs of $122,043, and leasehold costs 
of $6,388, all of which, if incurred at 
all, the predecessors had charged to 
expense, should be added to its plant 
investment figure and included in the 
rate base. Since these predecessor 
companies kept their books and rec- 
ords exactly as did Hope, in accord- 
ance with the general practice of the 
industry, the proposed adjustments, 
except for leasehold costs, are in the 
same category as the items which Hope 
now attempts to restate in its plant 
accounts. 

In the course of its study, the Hope 
Company determined that considerable 
property which was recorded in its 
plant accounts, was no longer in ex- 
istence. In other words, there were 
unrecorded retirements. Offsetting 
the unrecorded retirements were cer- 
tain items of existing property for 
which the company found no costs in 
its plant accounts. More than likely, 
certain of the latter merely represent- 





u There were also inventory, transfer and 
correcting adjustments which decrease the 
book cost by $236,037, and they are discussed 
hereinafter. 
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ed the failure to identify items which 
were determined to be unrecorded re- 
tirements. The net effect is a sub- 
stantial adjustment ($1,821,581 for 
constructed property, and $232,930 
and $3,107 for acquired property) for 
unrecorded retirements and miscella- 
neous corrections. The adjustment is 
not controverted and should be made. 


Impropriety of Including in Rate Base 
Items Previously Charged to 
Expense 


It has been shown that the com- 
pany’s claim of additional plant cost 
over and above what is recorded on its 
books as plant investment represents 
largely expenditures _— previously 
charged to expense in accordance with 
the discretion of management. The 
company, in other words, now im- 
peaches its books and its former finan- 
cial statements to regulatory bodies, 
tax authorities, investors, and others. 
It impeaches the decisions of manage- 
ment made at the time the expendi- 
tures were incurred. It does this in 
spite of the fact that its past decisions 
conformed to its own consistent prac- 
tices, until required to change them 
by a regulatory agency, and to the 
general practice of the natural gas in- 
dustry, as well as the extractive indus- 
try. The adjustments proposed, there- 
fore, do not reflect the correction of 
errors in the past. Errors as to these 
items were not made. 

The past determinations of the items 
constituting plant investment were de- 
liberate, conscious acts on the part of 
management at the time of the trans- 
actions. A decision obviously must be 
made when an expenditure occurs as 
to whether it represents an investment 
in plant or an expense. There must also 
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be some finality to these decisions.” 
If they are treated as expenses at one 
time and as plant investment subse- 
quently, chaos in rate making and in 
corporate finance will prevail. It is no 
answer that many of the expenditures 
in question were incurred prior to the 
effective date of a prescribed uniform 
system of accounts. The company 
kept plant and expense accounts 
throughout its history and conformed 
to the general business practices of 
the industry and like business institu- 
tions. It was evidently thoroughly 
convinced as to the propriety of its 
decisions, as witness its claim before 
the West Virginia Commission in 
1921, that the very expenditures in 
question were operating expenses. 
The company is now estopped from 
re-accounting for those expenditures. 


With the decline in favor of the 
doctrine of “fair value” as the only 


mode of public utility rate regulation, 
its keystone, reproduction cost, crum- 


bles. Bona fide investment figures 
now become all important in the regu- 
lation of rates. Immediately, how- 
ever, we find an effort to tamper with 
these. There is in progress an attempt 
to make the reproduction cost process 
survive in the determination of actual 
cost of or investment in plant. Thus, 
in this case an inventory was taken 
and then units were priced at the es- 
timated “actual cost.”” The method 
should be condemned at the threshold. 
For in addition to being permeated 
with conjectural estimates, it gives no 


heed to the realities of past event 
Consistent treatment of expenses and 
plant investment costs is indispensa- 
ble to the successful operation of the 
regulatory system. 

This is not to say that genuine er. 
rors in the investment accounts should 
not be corrected and the true figures 
given recognition in the rate base. 
Where real errors are made, they 
probably should be corrected. A dis- 
tinction must be made, however, be- 
tween genuine errors and a change in 
point of view, whereby past, deliberate 
decisions within the scope of an ac- 
cepted principle are sought to be im- 
peached to the pecuniary benefit of the 
company. 

The courts and Commissions which 
have considered this matter have gen- 
erally refused to include in the rate 
base amounts previously charged to 
expense in accordance with discretion 
of management. In the instant case, 
large parts of the claimed additions to 
book costs relate to well-drilling ex- 
penditures and alleged overheads. The 
very question at issue has been passed 
upon twice by the supreme court of 
appeals of West Virginia. In the first 
case in 1924, the Natural Gas Com- 
pany of West Virginia sought to in- 
clude such expenditures in the rate 
base after they had been charged to 
expense. The Public Service Com- 
mission of West Virginia refused to 
allow them. The supreme court of 
appeals sustained the Commission.” 
The question was raised again in 1934 





12 Costs of exploration for and development 
of future gas reserves are considered current 
operating costs by the industry and Hope has 
included such costs in its current operating 
expenses. If retroactive accounting were al- 
lowed then the company might restate these 
costs as capital investment in the future pro- 
ductive acreage. The Commission will allow 
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$600,000 in annual operating expenses for ex- 
ploration and development costs in fixing 
rates. If this item were permitted to be re- 
stated in plant cost ten years from now $6,- 
000,000 would be added to the rate base re- 
sulting in multiple charges to consumers. 


18 Natural Gas Co. v. Public Service Com- 
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by the Natural Gas Company of West 
Virginia. The Public Service Com- 
mission of West Virginia then con- 
duded that the inclusion of such ex- 
penditures in the rate base was re- 
quired as a matter of law. The city 
of Wheeling, West Virginia, appealed 
the Commission’s decision. The court 
reversed the Commission and again 
held that items previously charged to 
operating expenses should not be in- 
cluded in the rate base.™ 

Thus, by far the weight of authority 
in court and Commission decisions 
sustains the principle, sound in equity 
and justice, that items previously 
charged to operating expenses under 
the allowable discretion of manage- 
ment should not later be included in 
the base on which customers are re- 
quired to pay a return and depletion 
and depreciation allowances.” 

The Hope Company’s earnings over 
the years have been ample to provide 
for all operating expenses, including 
the $17,800,000 which it attempts to 
add to actual cost, an excessive reserve 
for depletion and depreciation, taxes, 
and large returns to investors. Dur- 
ing the period 1898 to 1923 for which 
the company seeks to re-account and 
expand its recorded plant costs by ap- 
proximately $12,600,000 for well- 
drilling costs alone, the average rate 
of earnings on the annual average in- 


vested capital (capital stock and sur- 
plus) was more than 15 per cent. 


Actual Legitimate Cost or Gross 
Plant Investment 


Accordingly, we begin with the 
book cost in the determination of the 
actual legitimate cost or investment in 
the facilities used in the company’s 
interstate business. We have already 
found that such book cost at the end 
of 1938 amounted to $52,730,666. 
There must be deducted from the book 
cost the unrecorded retirements, or in- 
ventory adjustments in the amount of 
$2,057,618. There is added to the 
book cost the amount of $15,152 ($8,- 
764 for constructed property and $6,- 
388 for acquired property) represent- 
ing adjustments due to errors in stat- 
ing the cost of leases, and an amount 
of $1,295,953, representing plant costs 
properly capitalized and then arbitra- 
rily charged off to operating expenses. 

There is considerable question as to 
whether the latter amount should be 
restored to book cost in determining 
the rate base. The amount arises as 
follows: From 1918 to 1923 Hope 
followed the peculiar practice of capi- 
talizing the cost of direct labor in- 
curred in laying pipe lines, construct- 
ing compressor stations and in instal- 
ling equipment, but at the end of each 
year, arbitrarily charged off the 
amount thus capitalized during the 





mission, 95 W Va 557, PUR1924D 346, 361, 
121 SE 716, 720. 

14 Wheeling v. Natural Gas Co. (1934) 115 
W Va 149, 5 PUR(NS) 471, 479, 175 SE 
339, 343, appeal dismissed (1935) 296 US 659, 
80 L ed 469, 56 S Ct 87. 

1’Re Los Angeles Gas & E. Corp. PUR 
1931A 132, 143, aff. 58 F(2d) 256, 261, 267, 
PUR 1932C 397; 289 US 287, 77 L ed 1180, 
PUR 1933C 229, 53 S Ct 637; Re Peoples Gas 
Light & Coke Co. (Ill 1937) 19 PUR(NS) 
177, 196, aff. (1939) 373 Ill 31, 31 PUR(NS) 
193, 207, 25 NE(2d) 482, 493, appeal dis- 


15 


missed (1940) 309 US 634, 84 L ed 991, 60 
S Ct 724; Re West Virginia Central Gas Co. 
(W Va) PUR1918C 453, 464; Re Mondovi 
Teleph. Co. (Wis) PUR1933B 319, 321; Re 
Northwestern Electric Co. (Fed PC 1940) 
36 PUR(NS) 202, 208, 213, aff. (1942) 125 
F(2d) 882, 43 PUR(NS) 140; Re Canadian 
River Gas Co. (Fed PC 1942) Op. 73, 43 
PURCNS) 205; Chicago & N. W. R. Co. 
vy. Commissioner of Internal Revenue, 114 
F(2d) 882, 886, cert. den. (1941) 312 US 692, 
8 L ed 1128, 61 S Ct 71L 
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year. This practice was peculiar to 
the Hope Company and was not a gen- 
eral practice of the industry. It did 
not conform to sound accounting 
principles. Hope followed the correct 
practice during all of its existence ex- 
cept for the few years mentioned. 
Under the circumstances, the amount 
is restored to the investment figure and 
is allowed in the rate base. The allow- 
ance in this instance, however, is not 
to be construed as a precedent. 

As of December 31, 1938, the cost 
of unoperated acreage ($584,382) and 
the cost of certain wells and field lines 
($192,150) then not in service were 
contained in the accounts. These 
items are eliminated from gas plant 
in service as of December 31, 1938, 
and appropriate adjustments for the 
use of such property and facilities are 
made subsequently. 

After considering the evidence 
based upon the vouchers, books, and 
records of the company, and as a re- 
sult of the application of fundamental 
principles of accounting, cost deter- 
mination and equity, the Commission 
finds, in the words of § 6(a) of the 
act, 16 USCA § 799(a) the actual 
legitimate cost as of December 31, 
1938, in plant used in the interstate 
business was $51,207,621, composed 
as follows: 


Book cost 12/31/38 

Less inventory adjustments (unre- 
corded retirements) 

Less wells and field lines not in 
service 


$52,730,666 
2,057,618 


192,150 
584,382 


49,896,516 
15,152 


1,295,953 


Subtotal 
Plus correction to cost of leases .. 
Plus capitalized costs charged off 
in error 


Actual legitimate cost of plant in 


interstate service $51,207,621 


There were more retirements than 
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additions in 1939, so the actua 
legitimate cost was $51,099,024 at th 
end of 1939. The record shows ne 
additions of $965,533 in 1940 to pro- 
duce a total actual legitimate cost cf 
$52,064,557. Certain inactive wels 
with the connected field lines became 
active in 1940 and the cost of this 
property is $110,316. We find that 
the actual legitimate cost, includiag 
such currently used property, aggre- 
gates $52,174,873 as of December 31, 
1940. 

[6] This actual legitimate cost is 
predicated upon facts and it is the 
best evidence in these proceedings, so 
we will employ it for determining the 
proper and allowable rate base. 


Depletion and Depreciation 


[7-10] In determining the allow- 
able rate base in these proceedings the 
actual existing depletion and deprecia- 


tion should be deducted from the ac- 
tual legitimate cost of the property 
devoted to the interstate service. See 
Los Angeles Gas & E. Corp. v. Cali- 
fornia R. Commission, 289 US 287, 
312, 77 L ed 1180, PUR1933C 229, 
53 S Ct 637. Actual existing deple- 
tion and depreciation is the extent to 
which the service life, that is the eco- 
nomic life, of the property has been 
consumed due to such forces as ex- 
haustion of the natural gas supply, 
wear, inadequacy, and obsolescence.” 
Annual depletion and depreciation 
measure the economic service life con- 
sumed in one year, actual existing de- 
pletion and depreciation are the ac- 

16 Lindheimer vy. Illinois Bell Teleph. Co. 
(1934) 292 US 151, 167, 78 L ed 1182, 3 PUR 
(NS) 337, 54 S Ct 658: Re Canadian River 
Gas Co. supra, note, 15; Re Telephone and 


Railroad Depreciation Charges (1931) 177 
Inters Com Rep 351, 408, 422. 
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crued consumption of the utility’s eco- 
nomic service life on a certain date; 
the annual allowance for depletion and 
depreciation must, therefore, be cor- 
related with the actual existing amount 
to avoid injustice to the utility or rate- 
ayer. Re Canadian River Gas Co. 
(Fed PC 1942) Op. 73, 43 PUR 
(NS) 205; Re Chicago Dist. Electric 
Generating Corp. (Fed PC 1941) 39 
PUR(NS) 263, 275; Re Interstate 
Power Co. (Fed PC 1939) 32 PUR 
(NS) 1, 10. 

The company presented inconsistent 
daims in this respect. It alleged a rel- 
atively small amount of accrued or ex- 
isting depletion and depreciation to be 
deducted in fixing the rate base, but 
daimed large annual amounts for fu- 
ture operating expenses. 

[11, 12] The company contends 
that the accrued depletion and depre- 
ciation in its property equaled approxi- 
mately 35 per cent of the reproduction 
cost at the end of 1938. We have 
weighed the estimate of reproduction 
cost and found it wanting. In addi- 
tion, it is inequitable to predicate de- 
pletion and depreciation upon the de- 
lusive reproduction cost. The integ- 
rity of the investment will be main- 
tained by basing depletion and depre- 
ciation upon actual legitimate cost and 
the Supreme Court has approved that 
method.” 

[13] The company determined ac- 
crued depreciation primarily by the ob- 
servation process and obtained what is 
called a “per cent condition” of the 
property. For annual expense pur- 
poses, it weighted the observed depre- 

"Lindheimer v. Illinois Bell Teleph. Co. 
supra, note 16; Federal Power Commission 


v. Natural Gas Pipeline Co. (1942) 315 US 


75% L ed —, 42 PUR(NS) 129, 62 S Ct 
400, 


[2] 


ciation with retirement of property up 
to the date of the study. The fallacy 
of the “per cent condition” theory of 
accrued depreciation is plain here. To 
illustrate, under the hypothesis of the 
company’s witness, in determining the 
“per cent condition” of certain com- 
pressor station equipment, the prop- 
erty would be found to have depreciat- 
ed only 25 per cent throughout its life 
or be in 75 “per cent condition,” and 
then suffer a precipitous loss in the 
brief final stage of service. Such a 
theory is opposed by reason and facts. 
Los Angeles v. Southern California 
Teleph. Co. (Cal 1936) 14 PUR(NS) 
252, 273. The company’s estimate of 
existing depreciation was based pri- 
marily upon a sporadic visual inspec- 
tion of physical deterioration. Most 
of Hope’s production and transmission 
property is not visible and the extent 
to which the service life has been con- 
sumed cannot be determined from 
observation alone. Also, the function- 
al causes of the retirement of property 
are given little consideration by the 
company’s visual method which sam- 
ples physical causes. Re Rochester 
Gas & E. Corp. (NY 1940) 33 PUR 
(NS) 393, 468, 490. The Commis- 
sion concludes that the so-called ac- 
crued depletion and _ depreciation 
claimed by the company does not give 
full or proper consideration to all fac- 
tors contributing to the retirement of 
property, and that it does not reflect 
the actual existing depletion and de- 
preciation or diminished service life 
of the property in service. 


The Required Reserve for Depletion 
and Depreciation 


[14] The same factors that cause 
annual depletion and depreciation 
44 PUR(NS) 
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cause the actual existing depletion and 
depreciation to be deducted from the 
property in fixing the rate base. In 
our opinion, where reasonable and 
proper depletion and depreciation ac- 
counting practices have been observed 
by a natural gas company, the result- 
ing reserve is the best measure of the 
depletion and depreciation existing in 
the property, i. e., the accumulated cost 
of property which has been consumed 
in service. 

It is well known that many electric 
and gas utilities have not observed 
sound depreciation and depletion prac- 
tices. The Hope Company is in this 


category. For many years most of 
Hope’s business was not under regu- 
lation. Its practices as to depreciation 
and depletion, like the practices of 
many other utilities, were inconsistent 
and haphazard. Its book reserve does 
not measure the actual existing depre- 


ciation and depletion. 

This company has actually accumu- 
lated an excessive reserve. We are 
confronted, therefore, with the ques- 
tion as to whether that excessive re- 
serve, or the reserve requirement (ac- 
tual existing depreciation and deple- 
tion), should be deducted in determin- 
ing the rate base."* We have formerly 
indicated that public utilities ought to 
set up proper depreciation (and de- 
pletion) expense and that the result- 
ing reserve should be deducted from 
the gross cost in the rate base deter- 
mination.” We reiterate that view. 

We believe, however, that under 
such circumstances as exist in this 


case, where a large part of the com. 
pany’s business is brought under regu. 
lation for the first time and where in. 
correct depreciation and depletion 
practices have prevailed, the best pro- 
cedure is to deduct the reserve require- 
ment in computing the rate base. This 
procedure will permit us to be consist- 
ent in those cases where utilities have 
deliberately failed to observe sound 
practices and as a result have deficient 
reserves. Thus, in the Interstate 
Power Company Case, where the 
company had been negligent in ac- 
counting for depreciation and had a 
deficient reserve, we deducted the high- 
er reserve requirement, as the measure 
of actual existing depreciation. 

It should be borne in mind, how- 
ever, that the deduction of the reserve 
requirement, rather than the actual 
book reserve, is for the purpose of get- 
ting a sound basis for future regula- 
tion and control of rates. Hereafter, 
the company, in accordance with this 
opinion and under our system of ac- 
counts, is required to record proper 
depreciation and depletion expense. 
Hence, the books of this company, as 
well as the books of others subject to 
our jurisdiction, after once having the 
reserve requirement determined, 
should reflect in substantial degree 
the proper depreciation and depletion. 
Use of the reserve requirement in this 
case will produce a proper starting fig- 
ure so that the book reserve can be 
deducted hereafter as the proper meas- 
ure of the actual depreciation and de- 
pletion. This treatment will then be 





18 There are those who argue that excessive 
reserves should be deducted. Public Utility 
Commission v. Peoples Nat. Gas Co. (Pa 
1942) 43 PUR(NS) 82, Buchanan, dissenting. 
See Chesapeake & P. Teleph. Co. v. Whitman, 
3 F(2d) 938, 951, 953, PUR1925D 407; New 
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York Teleph. Co. v. Prendergast (1929) 56 
F(2d) 54, 66, PUR1930B 33. 

19 Re Interstate Power Co. (Fed PC 1939) 
32 PUR(NS) 1, 10; Re Chicago Dist. Electric 
Generating Corp. (Fed PC 1941) 39 PUR 
(NS) 263, 275. 
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consistent with the view that the book 
reserve is the proper deduction from 
the gross cost in determining the rate 
base. 

It becomes necessary, therefore, to 
ascertain the best measure of the re- 
serve requirement. The purpose of 
depletion and depreciation accounting 
is to offset diminution in service val- 
ue” of property being used in service, 
and to determine as accurately as pos- 
sible another element of the cost of 
service for a particular period. All of 
Hope’s physical property, except cer- 
tain land, will be depleted or depre- 
ciated completely when it reaches the 
end of its useful or economic life. 
Physical and functional forces, 
whether their effects are visible or not, 
are constantly reducing the service 
life of the company’s property. Serv- 
ice life is the equivalent of economic 
life or the utility of the property. 


Hope incurs plant costs to provide for 
future service and to make produc- 


tion possible. As natural gas service 
is rendered the economic value of prop- 
erty is gradually consumed, and the 
property is finally retired at the end 
of its service life. The cost of the 
property consumed annually in ren- 
dering that service should be charged 
to operating expenses to reflect the 
depletion and depreciation incurred. 
The Commission’s staff presented a 
depletion and depreciation reserve re- 
quirement study in these proceedings. 
Estimates were made of the over-all 
service lives of the properties by class- 
es; those average service lives were 
converted into depreciation rates, and 
then applied to the cost of properties 


to determine the portion of the cost 
which had expired, that is, which re- 
lated to the consumed service lives. 
The study covers the operations of the 
company from its beginning in 1898 to 
December 31, 1940. It shows annual 
amounts for each group of property 
from the date installed to the date of 
retirement, and it concurrently pro- 
vides the necessary reserves for prop- 
erty retired and for the ultimate re- 
tirement of existing property. The 
fundamental principle that annual ex- 
pense for depletion and depreciation 
must be harmonized with accrued de- 
pletion and depreciation has been ap- 
plied here. The straight-line service 
life method was used to compute the 
reserve requirement for all of the ma- 
terial, equipment, and structures of 
the company, and the unit-of-produc- 
tion method was applied to plant costs 
which are associated with the gas sup- 
ply, i. e., gas producing lands and 
leases, field line and gas well construc- 
tion, rights of way, and costs of aban- 
doning gas wells.* The service life 
study was made by a properly quali- 
fied staff engineer who analyzed 
Hope’s past experience, including the 
retirement of property over the years. 
He gave consideration to relevant serv- 
ice life data on other pipe lines. He 
also considered the functional and 
physical aspects of depreciation. As 
an aid in the determination of service 
lives he made a field inspection of the 
company’s physical properties. The 
unit-of-production method used by the 
staff was related to the gas reserves 
of the active wells of the company. 
This case is free from the usual com- 





*0 “Service value” is the difference between 
original cost and the net salvage value of gas 
plant. Depletion and depreciation signify the 
consumption of service life of property and 


when that is translated into dollars it shows 
the loss in service value. 

21As defined in the Uniform System of 
Accounts. 
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plexities involved in the estimate of 
gas reserves because the geologists for 
the company and the Commission pre- 
sented estimates of the remaining re- 
coverable gas reserves which were 
about one per cent apart. The per- 
meability and porosity characteristics 
of the region cause isolated pools of 
natural gas, and the company’s gas 
production properties are intermingled 
with nonproductive areas and other 
companies’ properties. This situation 
necessitated the segregation of Hope’s 
property into gas producing areas for 
the depletion and depreciation reserve 
requirement study. Gas rights, well 
construction, and connected field line 
construction costs are consumed in 
service proportionately with the deple- 
tion of the associated gas supply. 
Well equipment and field pipe-line ma- 
terial are recovered and used again 
when the various sources of gas sup- 
ply are exhausted. These facts of 
operation have been recognized in the 
ascertainment of the required reserve 
for depletion and depreciation. 

The staff recommended the deple- 
tion and depreciation reserve require- 
ment for Hope’s production, transmis- 
sion, and general plant in the amount 
of $23,520,561 as of December 31, 
1940. After a careful analysis of 
the evidence we have accepted certain 
adjustments advocated by the company 
and find that the depreciation and de- 
pletion reserve should be not less than 
$22,328,016 as of December 31, 
1940. These adjustments are as fol- 
lows: (1) Due to the plant inven- 
tory adjustment made by the company, 


as of December 31, 1938, and accept: 
ed by all parties, a net reduction ip 
the plant accounts was made which 
represents property retired prior to 
December 31, 1938, but not so re. 
corded on the books. The company 
contends that ten years is a fair ap- 
proximation of the average period by 
which these retirements have been ac- 
cumulating, hence the depreciation pro- 
visions should be reduced for the 10- 
year period. Had the retirements been 
made on the books as soon as the prop- 
erty was retired the depreciation base 
would be reduced and the annual pro- 
visions would be less. It is impossible 
to determine the actual dates the prop- 
erty was retired and we accept the 10- 
year period as a reasonable estimate of 
the average time from the date the 
property was retired to December 31, 
1938. This adjustment results in a 
reduction of $31,106 in annual de- 
preciation expense for each year and 
a reduction of $311,060 in the reserve 
requirement as of December 31, 1938. 
(2) In the case of lines lifted, Hope 
has usually retired labor cost and 
charged it to the depreciation reserve. 
But in the case of pipe retired in con- 
nection with a replacement the original 
labor was not always retired and the 
renewal labor was charged to operat- 
ing expense. The depreciation rates 
applied by the staff include provisions 
for the retirement of all labor and 
materials, hence its reserve require- 
ment computation includes accruals for 
construction labor cost on the main 
pipe lines which has been retired and 
not charged to the depreciation re- 





22 That recommended required reserve is 
after a deduction of $1,162,710 for cost of 
abandoning property. The depreciation rates 
used in the reserve requirement study make 
proper previsions for the inevitable cost of 
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abandoning property. But during the period 
1898-1931 Hope charged the cost of abandon- 
ing property to maintenance expense, rather 
than to the depreciation reserve as a part of 
the net salvage. 
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serve. The company has estimated an 
amount of $272,693 representing the 
additional retirements of labor cost 
which we will allow as a reduction in 
the reserve requirement. (3) The 


not affect depreciation expense for 
the years subsequent to that date. The 
reserve requirement which the Com- 
mission finds to be reasonable and 
proper is summarized as follows: 


Depletion and Depreciation Reserve Requirement 


Amount computed by staff 


Dec. 31, Dec. 31, Dec. 31, 
938 


1 1939 1940 
$23,501,356 $24,072,167 $24,683,271 


Less staff adjustment for cost of abandoning 


property 


Amount recommended by staff 
Less : ; 
Unrecorded retirements 


1,162,710 1,162,710 1,162,710 
22,338,646 22,909,457 23,520,561 
311,060 311,060 311,060 





Unretired labor on transmission line replace- 


ments 


272,693 272,693 272,693 


Change in depreciation rate for gas well 


equipment 


Total adjustments 


Required depreciation and depletion reserve .. 


group depreciation rate of 2.5 per cent 
employed by the staff in its study 
should be reduced to 2.22 per cent for 
gas well equipment. As revised the 
rate for gas well material is the same 


as for field line material, although the 
evidence indicates that a somewhat 
shorter average life has been expe- 
rienced for gas well material than for 


field line material. At the rate of 2.22 
per cent the annual depreciation ex- 
pense will be reduced $21,110 for 
1939 and $20,911 for 1940. Con- 
sistent with the reduction in the an- 
nual depreciation expense the reserve 
requirement at the end of 1938, 1939, 
and 1940 will be reduced $566,771,% 
$587,881, and $608,792, respectively. 

The first two of the above-men- 
tioned adjustments are the result of 
certain accounting practices of Hope 
prior to December 31, 1938, and do 


566,771 587,881 608,792 
1,150,524 1,171,634 1,192,545 
.. $21,188,122 $21,737,823 $22,328,016 


The required depletion and depre- 
ciation reserve, as we have determined 
it upon the record, is the best evidence 
of the measure of actual existing de- 
pletion and depreciation, and it will 
be deducted from the actual legitimate 
cost of the company’s property for 
rate making. The reserve require- 
ment on any selected date is the total 
of the annual provisions for depletion 
and depreciation less the actual retire- 
ments of property. The method used 
here determines the amount required 
annually to reimburse the company 
for property consumed in service, and 
it results in a correlation of the an- 
nual expense and the accumulated re- 
serve. The method is just and con- 
sistent for each operating period be- 
cause the costs utilized are matched 
with the revenues produced by the 
property in service. 











% Total provisions from 1898 to 1938, in- 
clusive, amount to $5,060,456 at a 2.5 per cent 
depreciation rate and $4,493,685 at a 2.22 per 
cent depreciation rate for gas well equipment. 

% See Re Long Island Lighting Co. (NY 
1935) 18 PUR(NS) 65, 146-151, 189-191; 


aff. (1937) 249 App Div 918, 18 PUR(NS) 
225, 226, 292 NY Supp 807, 809;Re Rochester 
Gas & E. Corp. (NY 1940) 33 PUR(NS) 
393, 489, 502; National Association of Rail- 
road and Utilities Commissioners, Proceedings 
or iftieth Annual Convention (1938) pp. 473, 
474. 
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As we have noted, the company has 
built up an excessive reserve by charg- 
ing large annual allowances for deple- 
tion and depreciation to operating ex- 
penses in the past. 

The book reserve for interstate 
plant at the end of 1938 amounted to 
about $39,000,000 which is $18,000,- 
000 in excess of the amount we deter- 
mined as the reserve requirement. In 
addition, twice in the past the com- 
pany has transferred amounts aggre- 
gating $7,500,000 from the deprecia- 
tion and depletion reserve to surplus. 
When these latter adjustments are tak- 
en into account, the excess becomes 
$25,500,000, which has been exacted 
from the ratepayers over and above 
the amount required to cover the con- 
sumption of property in the service 
rendered and thus to keep the invest- 
ment unimpaired. Lindheimer v. II- 
linois Bell Teleph. Co. (1934) 292 US 
151, 169, 174, 78 L ed 1182, 3 PUR 
(NS) 337, 54S Ct 658. 


Estimated Additional Fixed Capital 
Expenditures 


[15] To make the rate base fig- 
ures current, the company presented 
an estimate of $8,956,500 in “capital 
expenditures” which it planned for 
production, transmission, and general 
plant during 1941, 1942, and 1943. 
Obviously, these proposed gross ad- 
ditions should increase the allowable 
rate base only to the extent that net 
actual legitimate cost will be increased. 
Also, $1,270,000 was estimated for 
1943 additions to meet the demands 
of new or increased business. The 
Commission has not given direct ef- 


fect to those expected 1943 additional 
revenues in the forecast of revenues 
for rate making, so that $1,270,000 
will not be included in the rate base. 
The determination of the estimated 
increase in net plant cost requires the 
consideration of additions and retire- 
ments of plant and the effect on the 
depletion and depreciation reserve of 
future accruals and retirements. Giy- 
ing due weight to all these factors the 
increased net actual legitimate cost, 
averaged for the period 1941-1943, is 
$1,392,021." 

The company presented a general 
plan which it has for the construction 
of a pipe line from West Virginia to 
Louisiana to supplement its present 
source of supply of gas and to meet 
predictable increased demands for nat- 
ural gas. Due mainly to the shortage 
of materials caused by this war, the 
status of that proposed line is so un- 
certain that it need not be considered 
in these proceedings. When the pro- 
posed line is constructed and definite 
information is presented concerning 
its effect on the rate base and net in- 
come, the Commission will give the 
matter timely and appropriate consid- 
eration. 


Other Used and Useful Property 

[16] The company’s 
grouped the unoperated acreage 
three classes: (1) protective acreage 
within a mile of producing wells com- 
prised 64 per cent; (2) prospective 
acreage for shallow-sand production 
within 3 miles of producing wells com- 
prised 14 per cent ; and (3) prospective 
acreage for deep-sand production with- 


geologist 


%6 into 





25 [Table showing details omitted.] 
26 Operated gas acreage is any acreage that 
is being drained by producing gas wells and 
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all other acreage is considered as unoperated. 
Hope has held less than two unoperated acres 
to one operated acre during the last ten years. 
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in 3 miles of producing wells comprised 
the remaining 22 per cent. The total 
unoperated acreage as of December 31, 
1940, was 539,285 acres. The com- 
pany has undertaken an extensive 
drilling program, including deep-test 
wells, and it is a reasonable expecta- 
tion that within a few years nearly all 
of this unoperated acreage will become 
productive, or will be proved unpro- 
ductive and canceled. There is no 
evidence that Hope has acquired large 
blocks of unoperated acreage to obtain 
a monopoly on the source of supply, 
and there is evidence that all of its un- 
operated acreage is necessary and use- 
ful, or imminently useful, in render- 
ing gas service. The cost of unoper- 
ated acreage will be included in the 
rate base. The Commission finds that 
the actual legitimate cost of unoperat- 
ed acreage was $584,382 as of Decem- 
ber 31, 1938, $567,152 for the end of 
1939, and $566,105 as of December 
31, 1940. 


Materials and Supplies Plus Cash 
Working Capital 


[17] There is no controversy over 
the amount of materials and supplies 
required by the company. The month- 
ly average of materials and supplies 
on hand is the most accurate measure 


of the company’s requirements. The 
Commission finds that $1,228,599 is 
the necessary average amount for ma- 
terials and supplies in 1939, 1940, and 
the future. This is sufficient, on the 
average, to meet requirements for 
more than a year. 

[18, 19] A witness for the com- 
pany used a period of forty-five days 
as the lag in the receipt of revenues. 
He stated that forty-five days of oper- 
ating expenses, including gas pur- 


chased, would measure the cash work- 
ing capital required by the company 
on a practical operating basis and he 
computed the amount to be $1,754,008. 

A period of forty-five days is ample 
to measure the amount of cash re- 
quired for payment of operating ex- 
penses. Cost of gas purchased must 
be excluded from the computation be- 
cause revenues from gas sales are re- 
ceived before the payment for pur- 
chased gas is due. The company has 
approximately $500,000 on hand at all 
times representing taxes which are not 
paid until many months after they are 
accrued and these tax funds are avail- 
able for bank balances and working 
capital requirements. The Commis- 
sion will allow cash working capital 
in the amount of $871,401 for 1939 
and $896,401 for 1940. This is the 
maximum allowable amount computed 
on forty-five days of operating expen- 
ses, excluding cost of gas purchased, 
and allowing prepaid expenses in full. 

The Commission finds that $2,100,- 
000 was required for materials and 
supplies and cash working capital in 
1939, and that $2,125,000 was neces- 
sary for 1940 and will be adequate for 
the future. 


Conclusions with Respect to the 
Rate Base 


There is a further matter with re- 
spect to plant investment which the 
Commission will consider before mak- 
ing the final determination of the rate 
base. Prior to January 1, 1939, 
the company charged all administra- 
tive and general costs to operating 
expense. Beginning January 1, 
1939, the company tentatively adopted 
the practice of capitalizing a portion 
of its administrative and general ex- 
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penses. This discretion by the man- 
agement is permissible under the Com- 
mission’s Uniform System of Ac- 
counts. This tentative capitalization of 
administrative and general expenses 
was reconsidered by the company and 
it has informed the Commission that it 
wishes to resume the regular practice 
of including all general and adminis- 
trative costs in operating expenses. 
This change in the tentative account- 
ing policy is reflected in the verified 
annual report for 1941 filed with this 
Commission. The amounts of $79,- 
439 for 1939 and $138,018 for 1940 
are removed from plant costs and in- 
cluded in operating expense for the 
respective years. Theoretically, ad- 
justments to annual depreciation ex- 
pense and to the reserve requirement 
should be made on account of the fore- 
going, but the amounts are so insig- 
nificant in a case of this magnitude 
that no inequity will result from not 
making them. 

The analysis of the evidence which 
we have discussed with respect to the 
components of the rate base and our 
conclusions may be summarized thus: 


Gross investment in gas plant in service .. 
(Exclusive of distribution plant, and prop- 
erty used to transport coke-oven gas) 
Less: Actual existing depletion and depre- 
ciation 


Net Investment 


Add: Net capital additions 1941, 1942, 1943 
Useful unoperated acreage 
Working capital 


Dec. 31, 


21,188,122 


as a whole and doing business as part 
of an integrated system. The Com- 
mission finds that the rate base for 
1939 was the average of the rate base 
amounts at the beginning and the end 
of that year or $32,326,398, that the 
rate base for 1940 was the average of 
the rate base amounts at the beginning 
and the end of that year or $32,134,- 
710, and that the rate base for fixing 
future rates is $33,712,526. 


Operating Revenues and Expenses 


For rate-making purposes the Com- 
mission has given consideration to the 
actual operating revenues and expen- 
ses of the company for 1937-1940, 
inclusive, and has also considered the 
income statements since 1898. In 
testing the reasonableness of existing 
rates the latest experience of the com- 
pany, as disclosed by the record, is the 
closest reflection of the present and 
future operations. 


Interstate Gas Service Revenues 


There is no controversy over the 
volume of gas sold or the revenues re- 


Dec. 31, 
1939 


Dec. 31, 


1938 1940 Future 


.. $51,207,621 $51,019,585 $51,957,416 $51,957,416 


21,737,823 22,328,016 22,328,016 





$30,019,499 


2,100,000 


$29,629,400 $29,629,400 


1,392,021 
566,105 
2,125,000 


$29,281,762 


584,382 567,152 


2,100,000 


566,105 
2,125,000 





Interstate rate base 


The Commission, therefore, adopts 
the foregoing amounts as the inter- 
state rate base for the dates indicated, 
for the company’s property assembled 
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$32,703,881 


$31,948,914 $32,320,505 $33,712,526 


ceived by Hope. The Commission 
finds that during the years 1939 and 
1940 the interstate gas sales to the 5- 
customer companies were as follows: 
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East Ohio Gas Company 
Peoples Natural Gas Company 
River Gas Company 

Fayette County Gas Company 


Manufacturers Light and Heat Company .... 


Interstate Operating Expenses 


The Commission has considered the 
company’s operating expenses as re- 
corded on its books, as claimed for 
rate-case purposes, and as recommend- 
ed by the staff. The subsequently dis- 
cussed adjustments to the company’s 
operating expenses are made to the 
amounts as actually recorded on its 
books for the years 1939 and 1940. 


Depletion and Depreciation Expenses 


The annual allowance for depletion 
and depreciation included in operating 
expenses is determined by the same 
rates and methods used to determine 
the depletion and depreciation actual- 
ly existing in plant. 

The Commission finds that $392,500 
for 1939 and $624,440 for 1940 is the 
proper allowance for depletion expense. 
The present and prospective demands 
upon the production system indicate 
that production for the year 1940 is 
the proper guide for future depletion 
expense and will allow $624,440 as 
the average cost of depletion in our 
determination of the cost of service. 
(Depletion expense is computed on the 


1939 


cu. 
billed Revenues 
33,907,672 $12,359,500 
3,864,104 1,371,757 
237,64 


: 83,174 
840,398 


264,725 
2,500,755 787,738 


1940 

M cu. ft. 
billed Revenues 
40,376,091 $14,726,736 
9,738,612 3,457,207 
388,750 36,063 
859,106 270,618 
2,241,684 706,131 





41,350,569 $14,866,894 


unit-of-production, 


53,604,243 $19,296,755 


hence it varies with 


the actual production of gas.) 

The record shows that Hope Com- 
pany’s annual depreciation expense has 
remained relatively stable, the proper 
amounts for 1939 and 1940 being as 


follows: ” 


Production plant 
Transmission plant 
General plant 


Total depreciation expense $837,803 


1939 1940 
$349,676 
460,245 
25,676 


$835,597 





The Commission finds that the an- 


nual depletion and depreciation allow- 
ance required for future operating ex- 
penses is $1,460,037. 


Exploration and Development Costs 


[20] Section 14(b) of the Natural 
Gas Act, 15 USCA § 717m(b) au- 
thorizes the Commission to determine 
the “propriety and reasonableness of 
the inclusion in operating expenses, 
capital, or surplus of all delay rentals 
or other forms of rental or compensa- 
tion for unoperated lands and leases.” 
Delay rentals paid periodically on nat- 
ural gas lands to reserve the gas rights 
for a future supply of gas are includ- 
ed in exploration and development 





"7 Determined by applying the following 
straight-line depreciation rates to the average 
depreciable investment for the year: 


Production Plant: 
Structures 
Field line material, meas. & reg. sta- 
tion equipment 
Gas well equipment 


Rate 
4.17% 


25 


Transmission Plant: 

Main lines, rights of way, and meas. 

& reg. station equipment 

Structures 

Compressor station equipment 
General Plant: 

Structures 

Office furniture and equip. 

Other equipment 

Communication equipment 
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costs. The other costs included are 
those associated with the drilling of 
nonproductive wells, the abandon- 
ment of nonproductive leases, and the 
abandonment of projects on which pre- 
liminary expenditures were made to 
determine the gas prospects of avail- 
able acreage. 

The Hope Company, like other com- 
panies in the natural gas industry, has 
followed the conservative practice of 
charging all exploration and develop- 
ment costs to operating expenses. 
Exploration and development costs 
are necessary to replenish the com- 
pany’s gas supply in order to maintain 
continued gas service. The Commis- 
sion has included Hope’s gas-produc- 
ing acreage and its useful unoperated 
acreage at cost in the rate base. The 


annual depletion allowance is based 
upon the actual legitimate cost of gas- 
producing leases so there is no margin 


in that annual allowance to cover ex- 
ploration and development costs. In 
fairness to the investors and the rate- 
payers the Commission will make an 
allowance for delay rentals related to 
the unoperated acreage and the other 
exploration and development costs in 
operating expenses. Hope incorrectly 
stated the cost of abandoned and sur- 
rendered leases in 1939 and 1940 and 
we find that the cost of leases aban- 
doned should be included in explora- 
tion and development costs in the re- 
spective amounts of $45,164 for 1939 
and $12,422 for 1940. The com- 
pany’s exploration and development 
costs were $500,344 in 1939 and 
$407,920 in 1940. In view of the com- 
pany’s extensive program for drilling 
wells in the next few years and its re- 
cent experience with respect to explo- 
ration and development costs, the Com- 
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mission finds that the proper and rea- 
sonable future annual allowance for 
such costs is $600,000 for rate-making 
purposes. 


Reclassification and Rate Case 
Expenses 


[21, 22] The Hope Company pre- 
sented evidence to show that it has 
spent $675,000 in making reclassifica- 
tion studies in order to comply with 
the recent Systems of Accounts pre 
scribed by the West Virginia Commis- 
sion and the Federal Power Commis- 
sion. The company also showed ex- 
penditures totaling $825,000 as its ex- 
penses in this rate case. A contention 
is made by the company that it should 
be allowed an interest rate of 8 per 
cent on the “unamortized balance” of 
its reclassification and rate case ex- 
penses. In fact, however, the com- 
pany has charged all these costs to op- 
erating expenses as they were incurred 
during the years 1938-1941 and the 
ratepayers have already paid enough 
to reimburse the company. The com- 
pany’s interstate wholesale rates have 
been excessive for several years and 
the unusually large amount of rate 
case expenses would ordinarily prompt 
the Commission to disallow any such 
expenses to be amortized in the future 
under the rates the Commission will 
prescribe because it results in a dupli- 
cation of charges. But in view of the 
Supreme Court’s statement that even 
where rates in effect are excessive the 
utility should be allowed its reasonable 
expenses for presenting its side to the 
Commission, the Commission con- 
cludes that the rate case expenses and 
the reclassification expenses, totaling 
$1,500,000 should be spread over a 
10-year period beginning January |, 
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1939, by the inclusion of $150,000 an- 
nually in operating expenses.* The 
company has charged rate case and 
property reclassification expenses to 
operating expenses as incurred in the 
amounts of $543,121 for 1939 and 
$624,041 for 1940. Those amounts 
will be eliminated from operating ex- 
penses for rate making, and the al- 
lowance of $150,000 annually for ten 
years will be made instead. 


Affiliate’s Excess Profits from Process- 
ing Hope Company's Gas 


[23] Hope Construction & Refin- 
ing Company, an affiliate, extracts gas- 
oline and other by-products from the 
natural gas of Hope Natural Gas Com- 
pany. The extraction of gasoline and 
butane is profitable and is necessary to 
make the natural gas marketable and 
transportable. The process of extract- 
ing gasoline and ‘butane reduces the 
heating value of the natural gas and 
consumes a certain volume of Hope’s 
natural gas, thus imposing a burden 
upon the gas business.” Much of the 
gasoline extracted from Hope’s natu- 
ral gas has been sold to the Standard 
Oil Company at about one-half the 
price received from sales to others. It 
is significant that the Hope Natural 
Gas Company processed its own gas 
before 1920. The natural gas custom- 
ers are entitled to be credited with a 
share of the profit from the processing 
of Hope’s gas, even as they would pay 
the deficit if that essential processing 
were not profitable. It is agreed that 
it is proper to make a credit for a por- 
tion of the profits realized by Hope 
Construction & Refining Company 


from the processing of Hope’s gas, but 
there is a dispute over the amount of 
the credit. The Commission con- 
cludes that the credit proposed by the 
company, being a royalty of one- 
fourth of the gross earnings from 
the gasoline and butane extracted, 
is not supported by sufficient evi- 
dence. The excess profits of the 
affliated company above the cost of 
processing Hope’s gas and a fair 
rate of return on its investment is 
the proper credit to Hope Natural 
Gas Company. See United Fuel Gas 
Co. v. Kentucky R. Commission, 278 
US 300, 319, 321, 73 L ed 390, PUR 
1929A 433, 49 S Ct 150; Dayton 
Power & Light Co. v. Ohio Pub. Utili- 
ties Commission (1934) 292 US 
290, 295, 78 L ed 1267, 3 PUR(NS) 
279, 54 S Ct 647. The cost of proc- 
essing Hope’s gas includes all of the 
affiliated company’s related operating 
expenses, including depreciation ex- 
pense, taxes, and a liberal 64 per cent 
rate of return on the net investment, 
plus working capital, devoted to the 
processing function. The affiliated 
company’s extraction plants are usual- 
ly located near Hope’s compressor sta- 
tions. The Commission finds that 
Hope should have received payments 
of $117,641 in 1939 and $119,592 in 
1940 for the steam and boiler fuel 
which it furnished its affiliate at the 
extraction plants, and that the gas va- 
pors which are returned to Hope after 
processing belong to Hope as part of 
its natural gas. From the record we 
find that Hope Construction & Refin- 
ing Company had the following aver- 
age net investment and required work- 





%8 Driscoll vy. Edison Light & P. Co. (1939) 
307 US 104, 120, 121, 83 L ed 1134, 28 PUR 
(NS) 65, 59 S Ct 715. 


29Re Hope Nat. Gas Co. (W Va) PUR 
1921E 418, 428, 430. 
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ing capital devoted to processing 
Hope’s natural gas: 


1939 1940 
Gross investment ... $1,716,145 $1,696,510 


Depreciation reserve 
1,208,739 1,260,312 


requirement 
507,406 436,198 
80,000 80,000 





Net investment 
Working capital .... 





Average net invest- 


$ 587,406 $ 516,198 


The Commission finds that Hope’s 
affiliate has earnings from the proc- 
essing of gas in excess of a fair return 
and that these excess profits are appli- 
cable as reductions of Hope’s operating 
expenses. For 1939 and 1940 these 
excess profits are determined as fol- 
lows: 


1940 
$770,028 

551,370 
$218,658 


1939 
$791,451 
518,394 


Gasoline and butane rev- 
enues 

Related operating 
penses 





Net processing income.. $273,057 
Return at 63% on net in- 
vestment plus working 
capital 38,181 


$234,876 


33,553 
$185,105 





Excess profits 


In prescribing future rates the affili- 
ate’s excess profits for 1940 will be 
employed as a conservative measure 
of Hope’s portion of the profits from 
the gasoline and butane extracted from 
its gas. 


Other Adjustments to Operating 
Expenses 


[24] Hope furnishes management 
services to several affiliated companies 
at cost, and credits the proceeds to mis- 
cellaneous gas revenues thereby per- 
mitting the cost of those services to 
others to remain in its operating ex- 


penses. The Commission, therefore, 
finds that operating expenses should 
be reduced $192,415 for 1939 and 
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$109,194 for 1940 for the cost of 
services billed to others in order to 
reflect actual net operating expenses, 

[25] Hope furnishes natural gas to 
Hope Construction & Refining Com. 
pany for use in repressuring oil wells, 
The gas is returned to Hope’s system 
at reduced pressures. An amount of 
24 cents per thousand cubic feet is re- 
garded as the cost of recompressing 
the natural gas returned to the Hope | 
Company. Hope records these trans- 
actions as sales and purchases of nat- 
ural gas and that practice overstates 
both revenues and expenses. The 
Commission finds that operating ex- 
penses and revenues should be re- 
duced $72,388 for 1939 and $73,644 
for 1940 to eliminate duplication of 
cost in production and transmission 
expenses. 

[26] The company has eliminated 
the property and expenses relating to 
the transportation of coke-oven gas 
used as fuel at its Hastings compres- 
sor station and in its figures has sub- 
stituted the cost of an equivalent 
amount of natural gas priced at 22 
cents per thousand cubic feet. The 
Commission agrees with the company 
and finds that $295,158 for 1939 and 
$333,036 for 1940 should be eliminat- 
ed from operating expenses, and that 
$107,758 for 1939 and $126,000 for 
1940 should be included in operating 
expenses to reflect the equivalent cost 
of natural gas for the quantity of 
coke-oven gas used as fuel in the 
Hastings station. 

[27] Hope furnishes steam from 
its compressor stations without charge 
to Hope Construction & Refining 
Company for use in the extraction 
plants, with the exception of the steam 
furnished from Goff compressor sta- 
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tion, and does not record this transac- general expenses for the year 1939. 
tion on its books. The necessary ad- These expenses are applicable to prior 
justment for this free steam has been years’ operations and therefore not al- 
made by the Commission. The com- lowable for 1939. 

pany credits revenue instead of expen- Hope recorded the salvage received 
ses with the value of steam furnished from an experimental liquefying gas 
by its Goff station, thereby overstating plant as revenues in the amount of 
both gas service revenues and the cost $23,896. That amount should have 
of compressing natural gas. The Com-__ been applied as a reduction of the cost 
mission, therefore, finds that operating of the experiment, which cost was 
expenses should be reduced $4,404 for charged to 1940 operating expenses. 
1939 and $6,000 for 1940 to state the Therefore, the Commission finds that 
actual cost of operation. 1940 operating expenses should be re- 

[28] Hope bills the Peoples Natu- ducd $23,896. 
ral Gas Company at the rate of 38.5 
cents per thousand cubic feet for the 
natural gas sold and includes the gross The company has included in taxes 
amount of the billings in revenues. for the years 1939 and 1940 certain 
The Peoples Company must compress amounts which should not have been 
that gas to transport it to market, so included, and has failed to include cer- 
Hope refunds 3 cents per thousand cu- tain other amounts which should have 
bic foot to Peoples under the provision been included. The following table 
of the sales contract and includes this shows the amounts: 
amount in its operating expenses aS A a... Not Applicable 1939 1940 
cost of compressing gas. This ac- Taxes applicable to prior 
counting practice followed by Hope $17,099 
overstates the actual revenues and : 10 41,334 
overstates the actual operating expen- Taxes not applicable to 
ses. The Canine finds ytd ee co — 
cost of compressing gas has been stat- , $36,858 $61,051 

: : Taxes Applicable 
ed incorrectly and that operating ex- ~~ Underaccrual of taxes.. 16,548 313 
ects sien — for Net tax adjustment..... $20,310 $61,338 

[29] Certain donations were in- The company has overaccrued Fed- 
cluded by the company in Administra- eral income taxes on its books and the 
tive and General Expenses. The Commission has made a deduction of 
Commission finds that donations $33,479 for 1939 and $16,480 for 
amounting to $5,183 for 1939 and $3,- 1940 to reflect the taxes actually paid 
496 for 1940 are not allowable costs which were $191,521 for 1939 and 
for purposes of rate making and should _ tentatively reported to be $912,313 for 
be deducted from operating expenses. 1940. 

The company has included $10,926 
for the settlement of a claim for dam- 
ages and $16,318 to meet a deficiency The Commission finds that certain 
in its insurance plan for employees in amounts included in depreciation, ad- 
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ministrative and general expenses, and 
taxes are specific distribution costs, as 
follows: 


1939 
$ 82,000 
126,981 
17,237 


$226,218 


1940 
$ 89,345 
141,640 
13,231 


$244,216 


Depreciation 
Taxes : 
Administrative and gen- 





Operating Expenses Summary 


The total of the Commission’s ad- 
justments to operating expenses per 
books results in a reduction of $1,186,- 
002 for the year 1939 and a reduction 
of $1,199,958 for the year 1940, and 
they are summarized as follows: [Ta- 
ble omitted. ] 

The functional classification of op- 
erating expenses per books and after 
the application of the foregoing ad- 
justments follows: [Table omitted.] 


Future Operating Expenses 


The operating expenses as deter- 
mined for the purpose of estimating 
the future cost of interstate service are 
based primarily on the actual operat- 
ing cost for the year 1940, the latest 
available data in the record. That year 
reflects an increase of $2,300,000 over 
the operating expenses of 1939 and is 
the best guide to present and future 
costs. 

The Commission finds that the fol- 
lowing adjustments to 1940 costs are 
reasonable and proper for the purpose 
of estimating future operating expen- 
ses for rate fixing: 


Increase in wages not reflected in 
1940 operating costs 
Increase in West Virginia property 
taxes not reflected in 1940 operat- 
ing costs 
Decrease due to the following non- 
recurring costs which were in- 
cluded in administrative and gen- 
eral expenses for 1940: 
Cost of moving company office 
from Pittsburgh, Pa., to Clarks- 
burg, W. Va. $41,750 
Experimental liquefying 
gas plant 8,492 
Pennsylvania state in- 
come tax 


Increase in exploration and develop- 
ment costs to allow an average 
amount of $600,000 annually in 
the future costs 


Total net increase over 1940 
operating expenses 


Federal Income Tax 


In accord with practice, Hope’s in- 
come tax return for 1940 was pre- 
pared on a tentative basis. The evi- 
dence in the record shows that the net 
taxable income was approximately $3,- 
801,304 for 1940 and was $1,160,733 
for 1939, that the tax rate was 24 per 
cent for 1940 and 16.5 per cent for 
1939, and that the income tax was ap- 
proximately $912,313 for 1940 and 
was $191,524 for 1939. 

The company does not report oper- 
ating revenue deductions for tax pur- 
poses the same as it records them on 
the books.*° Adjustments for rate- 
making and accounting purposes do 
not affect operating expenses for tax 
purposes, because that amount is de- 
termined by the administration of the 
Federal Revenue Acts. The complete 
effect of all Commission adjustments 





30 The net income per books in 1940 was 
$5,234,175 after book income taxes of $928,793 
or $6,162,968 before income taxes. The net 
taxable income for that year was $3,801,304 
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showing that Hope claimed $2,361,664 for tax 
deductions not reflected in operating expenses 
on its books. 
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is shown by any increase or decrease 
in revenues which results from a rate 
order. In order to determine a rea- 
sonable allowance for income taxes it 
is necessary only to apply the proper 
tax rate to the net taxable income ap- 
plicable to the test year and to give ef- 
fect to any tax saving or increase by 
reason of a change in revenue due to 
a rate order. 

A combined normal and surtax rate 


Operating revenues from interstate sales 
Deductions : 


Interstate operating expenses (excluding income taxes)... 


Other gas revenues 
Allocation of costs to local West Va. sales! 
Federal income tax at 40% 


Net operating revenue from interstate sales 


Return at 64% on interstate rate base of $33,712,526 


Excess earnings before income tax saving 
Income tax saving 


Excess earnings after income tax saving 


of 40 per cent is being discussed in 
Congress. We will use that rate for 
the purpose of computing the future 
income tax allowance. Based on 1940 
net taxable income of $3,801,304 the 


income tax would be $1,520,522 at a 
40 per cent tax rate. 

Each dollar of the indicated reduc- 
tion in gross revenues will result in a 
reduction of 40 cents in income taxes. 
The following computation shows the 
indicated reduction in rates and the 
amount of income taxes by applying 
the rate of return found to be fair and 
which is discussed in the subsequent 
section : 


After Income 
Tax Saving 
$15,686,898 


16,196,355 
83,275) 

2,694,075) 
76,579 


Before Income 
Tax Saving 
$19,296,755 


16,196,355 

( 83,275) ( 

( 2,694,075) ( 

$ 4,357,228 
2,191,314 


$ 2,191,314 


2,165,914 
1,443,943 


$ 3,609,857 


The Commission finds that the 
amount of $76,579 is an adequate al- 
lowance for Federal income taxes for 
the future. 

The operating expenses allowed for 





31 Computed as follows: 


West Virginia operating 
revenues 

Specific distribution ex- 
penses 

Return at 64 per cent on 
distribution property .. 


$3,435,675 
$620,252 


121,348 741,600 





Allocation of costs to 
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82 Computed as follows: 


Net Taxable income for 1940 .... $3,801,304 
Reduction in revenues 3,609,857 


Revised net taxable income 


Allowance for income tax ........ $76,579 
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the future are shown by the functional 
classification in the following tabula- 
tion : 


Interstate Operating Expenses: 
Natural gas production 
Gas purchased 
Transmission expenses 
Administrative and general expense 
Depletion 
Depreciation 
Amortization (other) 
Exploration and development costs 


Taxes—State and miscellaneous Federal ... 


Federal income tax 


Total interstate 


Specific Distribution Expenses: 
Distribution 


Customers’ acctg., coll. and sales promotion. . 


Administrative and general expense 
Depreciation 


Total distribution 


Total operating expenses 


Rate of Return 


[80] Many factors enter into the 
determination of what constitutes a 
fair rate of return in each rate case. 
The Supreme Court has stated the prin- 
cipal factors in Bluefield Water Works 
& Improv. Co. v. West Virginia Pub. 
Service Commission, 262 US 679, 692, 
67 L ed 1176, PUR1923D 11, 43 S 
Ct 675. They are that the return of 
a public utility shall be equal to that 
generally being made at the same time 
and in the same region on investments 
in other enterprises attended by cor- 
responding risks and, that the return 
should be sufficient to assure confi- 
dence in the financial soundness of the 
utility and to maintain its credit and 
enable it to attract the capital neces- 
sary for the proper discharge of its 
public duties. 

The record contains an abundance 
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$ 620,252 


of evidence on the subject of rate of 
return. The information includes jn. 


vestors’ appraisal of the natural gas 


Adjustments 
For Future 
Operating 

Changes 


$202,172 


As 
Adjusted 
For Future 
$ 1,430,102 
8,533,779 


1,818,335 
1,137,094 


1940 


( 50,242) 


192,080 
77,150 
(835,734) 


(414,574) 


912,313 
$16,687,508 





$16,272,934 


$ 215,128 
160,908 
13,231 
89,345 
141,640 


$ 215,128 
160,908 
13,231 
89,345 
141,640 


$ 620,252 


$17,307,760  $(414,574) $16,893,186 


industry, comparative risk data, inter- 
est rates and yields on securities of 
natural gas and electric utilities, statis- 
tics showing the growth and stability 
of the natural gas industry, the trend 
of the cost of money and its current 
cost, commodity price indices, indus- 
trial production, employment, and pay- 
roll indices, Federal reserve bank re- 
discount rates, national income pay- 
ments and other economic data, idle 
money statistics, the financial history 
of the Hope Company and the facts 
about recent financing by its parent 
Standard Oil Company. That evi- 
dence reveals unmistakably that, com- 
pared to industrial and railroad enter- 
prises, the utility business has relative- 
ly greater stability. Moreover, it 
shows also that interest rates generally 
are now lower than they have ever been 
in this century; it discloses that the 
yields on better issues of natural gas 
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company bonds sold in the last year or 
two are close to 3 per cent. 

[31] The company’s contention 
that it should be allowed a rate of re- 
turn not less than 8 per cent is unrea- 
sonable. The record shows that the 
Hope Company is a seasoned enter- 
prise whose risks have been minimized 
by (1) ample past and present provi- 
sions for depletion and depreciation 
with concurrent high profits; (2) pro- 
tected established markets, through af- 
filiated distribution companies, in pop- 
lous and industrialized areas; and 
(3) available supplies of gas locally 
to meet requirements, except on cer- 
tain peak days in the winter, which it 
is feasible to supplement in the future 
with gas from other sources. During 
the forty-two years of its history, to 
1941, Hope has earned on its owners’ 
equity an annual average profit of 12 
per cent and, in addition, has built up 
through annual provisions charged to 
expense, depletion, and depreciation 
reserves far in excess of requirements. 
Hope faces no hardship with respect 
0 increased taxes, operating expenses, 
and inflation, greater than those faced 
by similar enterprises. The company’s 
eicient management, established mar- 
kets, financial record, affiliations, and 
its prospective business place it in a 
strong position to attract capital upon 
favorable terms when it is required. 

In making the findings on rate of 
return, the national and international 
situations have commanded our atten- 
ion and entered our deliberations. 

he Commission is aware of the in- 


creased demands made upon Hope for 
gas due to the war program. Consid- 
ering these matters, the underlying fac- 
tors, and all of the evidence in the 
record, the Commission finds that 6$ 
per cent is the fair rate of return for 
the Hope Natural Gas Company. This 
rate of return being for the future, 
has been set only after endeavoring to 
weigh all known and predictable ele- 
ments ; in setting it we have made al- 
lowance for presently unforeseeable 
contingencies. Our views on the sub- 
ject of rate of return are consonant 
with recent decisions by the Supreme 
Court and other courts and Commis- 
sions involving natural gas compa- 
nies. 


Lawfulness of Past Rates 


[32, 33] In 1938 the cities of 
Cleveland and Akron, Ohio, filed com- 
plaints with the Federal Power Com- 
mission alleging that the rate which 
Hope charged East Ohio Gas Com- 
pany was unjust, unreasonable, and 
unlawful. These complaints were reg- 
istered before Hope filed its five in- 
terstate wholesale rate schedules 
which are involved in these proceed- 
ings. The acceptance of a rate sched- 
ule for filing does not mean that the 
Commission approves it, and does not 
establish the justness or reasonable- 
ness of the rate. Re Home Gas Co. 
(Fed PC 1941) 39 PUR(NS) 102, 
109. On October 14, 1938, this Com- 
mission instituted an investigation of 
the reasonableness of all of Hope’s in- 
terstate rates. If it had been possible 





33 Federal Power Commission y. Natural 
as Pipeline Co. (1942) 315 US —, 86 L ed 
42 PUR(NS) 129, 62 S Ct 736; People’s 
as Light & Coke Co. v. Slattery (1939) 373 
I 31, 31 PUR(NS) 193, 217, 25 NE(2d) 
82, 300, 501, appeal dismissed (1940) 309 
S 634, 84 L ed 991, 60 S Ct 724; East Ohio 
3] 


Gas Co. v. Cleveland (1939) 27 PUR(NS) 
387, 412, aff. (1940) 137 Ohio St 225, 35 
PUR(NS) 158, 174, 175, 28 NE(2d) 599, 
612; Re Montana-Dakota Utilities Co. (Mont 
1940) 32 PUR(NS) 121, 128; see Re Cana- 
dian River Gas Co. (Fed PC 1942) Op 73, 
43 PUR(NS) 205. 
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to adduce the volume of evidence re- 
quired for the disposition of such a 
complex matter within a few months, 
the Commission would have prescribed 
the reasonable interstate wholesale 
rates for 1939 and subsequent years. 
The city of Cleveland raised the issue 
of the lawfulness of the rate charged 
by Hope to the East Ohio Gas Com- 
pany and asked this Commission, as 
an aid to state regulation, to make a 
separate determination of the reason- 
able rates since June 30, 1939. 
Originally the city of Cleveland re- 
quested this Commission to find the 
lawful Hope—East Ohio rates since 
June 21, 1938, but it now repre- 
sents that the subject is idle for rates 
prior to June 30, 1939, because those 
rates which Cleveland consumers were 
obligated to pay East Ohio have been 
settled. The Commission does not 
have the authority to fix rates for the 
past and to award reparations. But 
Congress did empower and instruct the 
Commission in § 5(a) of the Natural 
Gas Act, 15 USCA § 717d(a), to 
fix future rates, and as a step in that 
process we must necessarily consider 
the reasonableness of past and exist- 
ing rates. When the issue is raised 
and the public interest will be served, 
we consider as a necessary part of that 
duty the power to examine the entire 
rate problem involved and to deter- 
mine what rates were lawful in the 
past. Also, § 14(a) of the act, 15 
USCA § 717m(a), authorizes the 
Commission to investigate any facts 
which it finds necessary in order to 


determine whether Hope has violated 
any provision of the Natural Gas Act. 
Furthermore, the Commission has 
power to perform any act, pursuant to 
§ 16,15 USCA § 7170, which is nee. 
essary Or appropriate to carry out the 
provisions of the act. Under § 4(a) 
of the act, 15 USCA § 717c(a), any 
interstate wholesale rate that is not 
just and reasonable is unlawful. Fed- 
eral Power Commission v. Natural Gas 
Pipeline Co. supra (note 33). Hope's 
rate collected from East Ohio Gas 
Company was lawful after June 21, 
1938, the effective date of the act, only 
to the extent that it was just and rea- 
sonable. The city of Cleveland states 
that the Ohio Commission is investi- 
gating the reasonableness of the East 
Ohio Gas Company’s bonded retail 
rates in Cleveland for the period since 
June 30, 1939, and that the lawfulness 
of Hope’s rate is an important factor 
in the case. Since the enactment of 
the 1938 Natural Gas Act this Com- 
mission has had exclusive jurisdiction 
to determine the lawfulness of the in- 
terstate wholesale rates charged by 
Hope and other natural gas compo 
nies.** 

In response to the request of the 
city of Cleveland, the Commission wil 
make the appropriate findings of fact 
as to the lawfulness of the rates 
charged East Ohio by Hope since June 
30, 1939. The Interstate Commerce 
Commission has furnished precedents 
for the performance of this publi 
duty.*® Congress intended that this 
Commission codperate with state Com 





84 Sections 1, 2, 4 and 5(a). See Missouri 
ex rel. Barrett v. Kansas Nat. Gas Co. 265 
US 298, 308, 68 L ed 1027, PUR 1924E 78, 
44 S Ct 544; Illinois Nat. Gas Co. v. Central 
Illinois Pub. Service Co. (1942) 314 US 498, 
506, 86 L ed —, 42 PUR(NS) 53, 62 S Ct 
384; Kentucky Nat. Gas Corp. v. Kentucky 
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Pub. Service Commission (1939) 28 F Supd 
509, 513, Pe PUR(NS) 249, aff. (1941) I 
17. 


C 365, 366; Dixie Mercerizing Co. v. ET 


WNC Motor Transp. Co. 


34 
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missions and municipalities, and the 
provisions of §§ 5(b) and 17 are spe- 
cial evidence of such intent. 


Reasonable Earnings and Rates for 
the Future 


Future reasonable earnings and 
rates must be fixed with consideration 
of a forecast of operating revenues 
and expenses. The most recent expe- 
rience of the company is the best guide 
for prognostications. The president 
of the company predicted a great in- 
crease in ‘sales for 1941 over 1940. 
Comparative income figures for the 
first quarters of 1940 and 1941 show 
an increase of $592,000 in net operat- 
ing income or about 20 per cent. The 
increasing demands for natural gas in 
the industrialized areas of Hope’s mar- 
kets are common knowledge. It seems 
certain that 1940 will be the lowest 
year, on an earnings basis, of the 
1940-1944 period. Upon a consider- 
ation of all the relevant facts in the 
record and the future prospects, the 
Commission finds that 1940 is a con- 
servative “average” year and should 
be used in rate making in these pro- 
ceedings. This is a conservative basis 
because allowance will be made for all 
probable future increases in the rate 
base and operating expenses while the 
operating revenues for the relatively 
low year of 1940 are employed as the 
test in fixing rates for the future. 

Applying the 64 per cent rate of re- 
turn to the rate base for the future of 
$33,712,526, produces $2,191,314 as 
the amount of annual return which the 
Company is entitled to earn in the fu- 

Hope’s income available for re- 


turn is not less than $5,801,171, so the 
excess of $3,609,857 is the sum by 
which existing revenues must be re- 
duced. 

Hope’s gas sales revenues are clas- 
sified between intrastate sales and in- 
terstate sales for purposes of deter- 
mining the sales and rates subject to 
the jurisdiction of this Commission. 

Hope’s entire properties are located 
within the state of West Virginia and 
production, transmission, compressing 
and general factilities are used jointly 
for intrastate or local sales and inter- 
state or export sales. Therefore, a 
classification or allocation is necessary 
to determine operating expenses and 
return applicable to the interstate busi- 
ness. Certain direct costs pertaining 
to distribution property and sales in 
West Virginia are easily segregated 
from the joint costs. The allocation 
of the remaining joint costs is made in 
accordance with the following facts 
and principles which are undisputed in 
the record and accepted by all parties 
to these proceedings : 

The company’s local retail business 
in West Virginia is incidental to its 
major business of exporting gas from 
West Virginia. In determining the 
allocation of joint expenses to the local 
West Virginia business, this fact was 
given consideration, with the result 
that a smaller amount of expenses was 
allocated to that business than would 
have resulted by the application of one 
of the customary allocation methods. 
Briefly, the amount of joint expenses 
(including return) allocated to the lo- 
cal business was that amount which, 
together with the specific local expen- 





41, 492. See: United States v. Morgan 
q (1939) 307 US 183, 83 L ed 1211, 29 PUR 
(NS) 47,59 S Ct 795; (1941) 313 US 409, 
5 L ed 1429, 40 PUR(NS) 439, 61S Ct 


999; Lima Teleph. & Teleg. Co. v. Public 
Utilities Commission (1918) 98 Ohio St 110, 
PUR 1919A 888, 120 NE 330. 
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ses, would give the company a 6} per 
cent return on the net investment in 
property used exclusively in the local 
business. As indicated above, a more 
orthodox allocation probably would 
have resulted in assigning a larger 
share of the joint costs to the West 
Virginia sales and a greater amount 
of the excess profit, although the 
amount would not be material, to the 
interstate sales. The method used was 
proposed by representatives of the 
company and was not controverted. 

The following schedule (Column 
(c)) shows the excess of future net 
operating revenue over 64 per cent re- 
turn on the interstate rate base, and 
Columns (d) and (e) show the pre- 
scribed rates and revenues after giv- 
ing effect to the rate reduction: 


The company’s intrastate rates ar 
under the jurisdiction of the Publ 
Service Commission of West Virginia 
The West Virginia Commission and 
the state of West Virginia are inter. 
veners in these proceedings and no ob. 
jection was made by them to the meth. 
od used herein for the allocation of 
cost to local operations in West Vir. 
ginia. 

The evidence on the cost of serv. 
ice allocated among the 5-customer 
companies and the conditions of sery- 
ice for the respective companies dis- 
close that no reduction in rates is ap- 
plicable to the affiliated River Gas 
Company. Among other reasons for 
this determination, is the fact that the 
River Gas Company is a small com- 
pany and has a poor load factor. Ac 


Net Operating Income Available for Return 


Rate base for interstate sales 


(a) 
Operating Revenues from 
Interstate Sales: 
East Ohio Gas Company 
Peoples Natural Gas Company 
River Gas Company 
Fayette County Gas Company 
Manufacturers Light and 
Company 


Heat 


40, 
9,738,612 


Reduction 


After Reduction 


Prescribed 
Rates 
M cu. ftcents Amount 
(d) (e) 


(b) (c) 


29.50 
28.50 
35.00 
28.50 


$11,910,947 
2,775,504 
136,063 


376,091 $14,726,736 
3,457,207 
136,063 


270,618 
706,131 


388,750 
859,106 





Total interstate revenues 
Deductions: 
Operating expenses 
Other gas revenues 
Allocation of costs to local West 
Virginia sales 


Total deductions from interstate 
revenues 

Net operating income from inter- 
state sales 

64% return on interstate rate base.. 


Excess of future net operating in- 
come over 63% return on inter- 
state rate base 


53,604,243 


$15,706,239 


16,272,934 
(33,275) 


(2,694,075) 


——- 


$19,296,755 


16,272,934 
(83,275) 


(2,694,075) 


$13,495,534 


2,210,655 
2'191,314 


———— 


$13,495,584 


5,801,171 
2,191,314 


$3,609,857 $ 19,341" 





86 It is not considered necessary to refine 
average rates per thousand cubic feet more 
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than the prescribed rates shown above and 
the result is the margin of $19,341. 





5,706,239 


3,272,934 
(83,275) 


694,075) 


——_ 


3,495,584 
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cordingly, the total amount of the re- 
duction in interstate rates is applicable 
to the East Ohio Gas Company, Peo- 
ples Natural Gas Company, Fayette 
County Gas Company, and the Manu- 
facturers Light and Heat Company. 
The present average rates per thous- 
and cubic feet are 36.5 cents for East 
Ohio Gas Company, 35.5 cents for the 
Peoples Natural Gas Company, 35 
cents for the River Gas Company, and 
31.5 cents for Fayette County Gas 
Company, and the Manufacturers 
Light and Heat Company. 

The conditions and characteristics 
of service, required by the contracts, 
are similar for the East Ohio Gas 
Company and the Peoples Natural Gas 
Company with respect to obligations 
and priorities by classes of consumers, 
but there is a great difference with re- 
gard to delivery pressures. Hope 
Company delivers gas to the East Ohio 
Company at sufficiently high pressures 
so that no additional compression is 
required by the East Ohio Company 
for delivery of the gas to the ultimate 
consumers. On the other hand, Hope 
delivers gas to the Peoples Natural 
Gas Company, at various pressures, 
into that company’s Brave compres- 
sor station and the Peoples Company 
must compress the gas for transporta- 
tion to the ultimate consumers. From 
the evidence we conclude that the dif- 
ferential of one cent between the av- 
erage price per thousand cubic feet for 
gas sold to the East Ohio and the Peo- 
ples Companies is reasonable, and it 
reflects the difference in the cost, con- 
ditions, and characteristics of service. 

[34] Considering the cost of ren- 
dering service to the Fayette County 
Gas Company and the Manufacturers 
Light and Heat Company, and the con- 


ditions and characteristics of service 
to those companies, the fact that Hope 
knows precisely what deliveries it 
must make to them from day to day 
and the fact that those two companies 
buy less than 6 per cent of the total 
gas sold by Hope, the Commission 
finds that the rate for these compa- 
nies should not be different from the 
rate paid by the Peoples Natural Gas 
Company. In the absence of compel- 
ling reasons to the contrary, it is good 
and desirable practice to fix rates that 
are uniform. Applying this principle 
in these proceedings the Commission 
will prescribe uniform rates for the 
Peoples Natural Gas Company, Fay- 
ette County Gas Company, and the 
Manufacturers Light and Heat Com- 
pany. 

After considering all the evidence 
with respect to MHope’s interstate 
wholesale rates and the proper average 
rates per thousand cubic feet for the 
5-customer companies at the respec- 
tive points of delivery, the Commis- 
sion finds the following rates to be 
just and reasonable. 

Average Rate 


Per M cu. ft.—Cents 


29.5 
28.5 
28.5 


East Ohio Gas Company 
Peoples Natural Gas Company 
Fayette County Gas Company.. 
Manufacturers Light and Heat 
Company 28. 
River Gas Company 35. 


5 
0 


In passing, it might be noted that 
the over-all rate of return for 1940 
would have been 8 per cent if the new 
rates had been in effect that year and 
if the earnings from the distribution 
property had remained unchanged. 
This rate of return is reduced to 64 
per cent, because of estimated increase 
in expenses and increase in rate base 
which we have allowed for the future. 
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Appropriate findings and order will 
be entered in accordance with this 
opinion. 


MaNLy, Commissioner, concur- 
ring: I have joined in the majority 
opinion of the Commission in this case, 
with respect to the deduction of the 
“depreciation reserve requirement” in 
preference to the depreciation reserves 
carried on the books of the company, 
because such action seems to be re- 
quired by the precedent established by 
the unanimous decision of the Com- 
mission in the Interstate Power Case.’ 

In that case the depreciation re- 
serves carried on the books of the In- 
terstate Power Company were obvi- 
ously deficient, as a result of “unsat- 
isfactory” and “haphazard” account- 
ing practices. They amounted to only 
about 24 per cent of the electric plant 
account. If these utterly deficient book 
reserves had been accepted as the prop- 
er deduction for depreciation in arriv- 
ing at the rate base, it would have giv- 
en the company an advantage to which 
it was not entitled and would have re- 
sulted in imposing an unfair burden 
on the consuming public. 

The Commission therefore, in that 
case as in the present case, determined 
on the record what the proper “depre- 
ciation reserve requirement”’ should be 
and deducted that amount in arriving 
at the rate base. In the Interstate 
Case such requirement was found to 
be approximately 28 per cent of the 
electric plant account, or more than 
ten times the proportion carried on the 
company’s books. In the instant case 
the reserves carried on the books are 
in excess of what the Commission has 

1 Re Interstate Power Co. (Fed PC 1939) 
32 PUR(NS) 1, 10. 
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determined to be a proper reserve te. 
quirement, but the principle is exactly 
the same. We cannot, without dis. 
crimination, apply one principle in cas- 
es where the reserves are deficient and 
another where they are excessive. To 
do so would undermine the very foun- 
dation of utility regulation. 

It may be noted also that, while 
many of the natural gas companies 
have built up excessive depreciation 
reserves, largely because they had no 
sound basis for determining the prob- 
able service life of their properties, 
this is not true in the electric utility in- 
dustry. There it is probable, although 
no exact determination has been made, 
that a majority of the companies have 
established inadequate depreciation 
reserves. To apply the principle of 
deducting book reserves to the electric 
utility industry would therefore be 
grossly unfair to a large part of the 
consuming public. 

Attention should also be directed to 
the fact that, until the passage of the 
Federal Power Act in 1935 and the 
Natural Gas Act in 1938, the depreci- 
ation policies of both the electric utili 
ties and the natural gas companies, as 
regards their interstate operations, 
were not subject to regulation. Under 
such conditions, while it is true that 
the amounts set up on the books as de- 
preciation reserves were derived from 
revenues collected from customers, 
they did not, as under regulation, play 
a determining part in fixing the level 
of rates and the consequent amount of 
the revenues. Without regulation, the 
good old rule of “What the traffic wil 
bear” is controlling and depreciation 
policies are an afterthought, deter- 
mined by the management and board 
of directors. It follows therefore that 
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during the pre-regulatory period, the 
customers would not have contributed 
any more or less to the company’s rev- 
enues, regardless of what depreciation 
program was pursued. 

Finally, it may be noted that if the 
Hope Company in the instant case had 
been improvident and dissipated its 
earnings to such an extent that its de- 
preciation reserves should now be 
grossly deficient, the utmost that the 
Commission could do would be to di- 
rect the deduction of a proper “depre- 
ciation reserve requirement.” It is 
dificult, therefore, to understand how 
it can be argued that, because it has 
prudently set aside for depreciation an 
amount greater than such requirement, 
it should now be penalized in fixing its 
rate base. Such a policy, it seems 
would place a premium on improvident 
and wasteful management because, un- 
til the Commission has made its offi- 
cial determination of the reserve re- 
quirement, no one can say with assur- 
ance what it should be. 

If the Commission, in the years that 
lie ahead, consistently requires proper 
reserve requirements to be set up on 
the books of interstate electric utili- 
ties and natural gas companies, and 
proper annual depreciation to be set 
aside, the time will soon come when 
all such companies will be on a uni- 
form basis and the book reserves may 
properly be deducted in arriving at the 
correct rate base. If such consistent 
policies are not followed, regulation 
will inevitably collapse under the un- 
equal strains which have been imposed. 


Scorr, Commissioner, dissenting, 


HOPE NATURAL GAS CO. 


in part: This proceeding poses such 
a basic problem of regulation that I 
am constrained to dissent in part. 

The majority has found a rate base 
in the amount of approximately $33,- 
712,526, and has predicated the rates 
which it has prescribed upon the basis 
of allowing the Hope Company a re- 
turn of 64 per cent upon that base. 

Upon the record in this proceeding, 
I believe that the rate base for Hope 
Natural Gas Company can be reason- 
ably determined not to exceed the sum 
of $17,662,792.’ Using this figure as 
a predicate, a further reduction of 
some $1,040,000 in net revenue to 
Hope is clearly indicated. 

It seems to me that this case is an 
appropriate one in which to establish 
the concept that true prudent invest- 
ment in property of the utility dedicat- 
ed to the public service, is a fair and 
proper rate base. In this regard, the 
recent decision of the Supreme Court 
in the Natural Gas Pipeline Company 
of America Case* affords ample au- 
thority for the use of prudent invest- 
ment. The problem, then, is to deter- 
mine what is the amount prudently in- 
vested by the Hope Company in the 
properties now devoted to public serv- 
ice. This problem does not appear too 
difficult. 

The total cost of plant used and use- 
ful in the public service has been found 
by the Commission to be approximate- 
ly $52,000,000. 

The depreciation and depletion re- 
serves, as of December 31, 1940, as 
shown on Hope’s books, attributable to 
this property were approximately $38,- 
377,750.23 In addition, it should be 





‘It might even be set at a lower amount; 
ar discussion on page 2 hereof. 
Federal Power Commission v. Natural Gas 
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Pipeline Co. (1942) 315 US —, 86 L ed —, 
42 PUR(NS) 129, 62 S Ct 736. 
3 The depreciation and depletion reserve per 
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noted that Hope has in the past trans- 
ferred $7,552,919 from depreciation 
and depletion reserves to earned sur- 
plus.* It is unquestioned that every 
single dollar in the depreciation and 
depletion reserves (as well as the $7,- 
552,919 transferred from those re- 
serves to surplus) has been taken from 
gross operating revenues whose only 
source was the amounts charged cus- 
tomers in the past for natural gas. It 
is, therefore, a fact that the deprecta- 
tion and depletion reserves have been 
contributed by the customers and do 
not represent any investment by Hope. 
Indeed, J. C. Chisler, vice president 
and treasurer of Hope, testified that it 
had been the company policy to retain 
revenues obtained through the medi- 
um of depreciation to finance and to 
develop its property. 

The funds accumulated by such 
charges to operating expenses, the net 
total of which is represented by the 
amount in these reserves, have been 
used to build property now in service. 

As was pointed out in the Lindheim- 
er Case: 

“According to the practice of the 
company, the depreciation reserve is 
not held as a separate fund but is in- 
vested in plant and equipment. As 
the allowances for depreciation, credit- 
ed to the depreciation reserve account, 
are charged to operating expenses, the 


depreciation reserve invested in the 
property thus represents, at a given 
time, the amount of the investment 
which has been made out of the pro. 
ceeds of telephone rates for the osten- 
sible purpose of replacing capital con- 
sumed.” 

It is proper, of course, that deprecia- 
tion and depletion reserves should be 
accumulated from consumer payments 
for service to assure that the capital 
embarked in the enterprise by the util- 
ity owner shall remain unimpaired. 
But it is an equitable corollary of the 
duty which rests upon the consumer 
that he shall not be required to pay a 
return on amounts which, in fact, he, 
rather than the owmer of the utility, 
has contributed. 

The majority has very properly 
pointed out that property which has 
been constructed by past charges to 
operating expense, such as well drilling 
and overhead charges, should not be 
permitted to be capitalized for rate- 
making—or for any other—purposes. 
This is based on the simple equitable 
principle that the customer should not 
be required to pay more than once. 
With this position of the majority, 
am, of course, entirely in accord. 
Moreover, I can see no distinction be- 
tween property which has been con- 
structed by the company through 
charges upon the consumers by oper- 





books at December 31, 1940, totals $46,654,691. 
$4,819,640 of this amount is attributable to 
the property of the Reserve Gas Company 
merged into Hope in 1939, but, as is pointed 
out by the majority in a footnote, the prop- 
erty and income of Reserve have been segre- 
gated and excluded for purposes of these pro- 
ceedings. $1,866,887 of the reserve is appli- 
cable to distribution property with which we, 
of course, are not here concerned. $1,590,414 
represents charges to the reserve by reason 
of adjustments made in plant accounts at De- 
cember 31, 1938, but not recorded on the 
books. The book reserve, therefore, applica- 
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ble to Hope’s property with which we are 
concerned is thus $38,377,750. The deduc- 
tion of this reserve from $51,957,416, cost as 
found by the majority, leaves $13,579,666, to 
which is added (per the majority opinion) 
$4,083,126 for net capital additions 1941, 1942, 
and 1943, useful unoperated acreage and work- 
ing capital, making a total of $17,662,792. 
41If correction be made for this transfer, 
the rate base would not exceed $10,109,873. 
5Lindheimer y. Illinois Bell Teleph. C. 
(1934) 292 US 151, 168, 78 L ed 1182 3 
PUR(NS) 337, 348, 54S Ct 658. 
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ating expenses labeled, for example, 
“well-drilling expense’ and property 
which has been constructed by the 
company through charges upon the 
consumers by operating expenses la- 
beled “depreciation and depletion ex- 
pense.” In the latter case, equally with 
the former, the only amount invested 
by the utility owner in the business is 
the amount over and above the amount 
of property whose construction was 
paid for by operating expense charges. 
Consequently, if we are setting as the 
rate base the prudent investment by 
the owner in the property, we should 
not permit the owner a return on some- 
thing which quite patently he has not 
invested in the property.® 

This principle is eminently fair in 
practice and is certainly not new in 
utility regulation. For example, in Re 
Mondovi Teleph. Co. PUR1933B 319, 
322, the Wisconsin Commission con- 
cluded that : 

" Customers who have un- 
wittingly been financing property ad- 
ditions in the manner shown [by 
charges to operating expenses made by 
the company for capital additions] 
should not be expected to pay rates 
which will allow a return on the prop- 
erty so paid for.””” 


Whether customer contributions be 
made directly for the purpose of build- 
ing specific additions to plant or wheth- 
er they be made somewhat ‘indirectly 
but are likewise used for the construc- 
tion of plant, there is no reason in ei- 
ther case why the customers, having 
contributed the funds to build the 
plant, should be required to pay to the 
utility company a return on the amount 
they have contributed. 

In the Mondovi Case the precise 
problem of deduction of the full de- 
preciation reserve was also directly in- 
volved. The depreciation reserve was 
admittedly in excess of the existing 
depreciation in the property, i. e., the 
used-up service capacity of the prop- 
erty. But the Wisconsin Commission 
said: 

ee The question now arises 
whether the entire [depreciation] re- 
serve should be deducted from the 
property and plant account to arrive 
at a proper rate base. Because of the 
fact that any excess in the reserve over. 
and above an amount representing the 
used-up service capacity of the prop- 
erty is made up of ‘involuntary’ con- 
tributions on the part of the subscrib- 
ers, we do not believe that the com- 
pany is entitled to earn a return on 





®The same principle, of course, would ap- 
ply to a so-called fair value rate base. In that 
case the only amount to be “valued” would 
also be the amount invested by the owner 
- not that amount contributed by the con- 
umer, 

"The exact facts as set out by the Com- 
mission were as follows: 

: + . year after year certain items of 
capital expenditure, notably wages of labor 
wed in making additions to plant, were 
charged to operating expenses. The revenues 
received from subscribers, through the rates 
charged for service, more than covered these 
operating expenses, including the items of ex- 
penditures for plant additions erroneously in- 
cluded in maintenance expense. In other 
a the rates paid by subscribers were suf- 
Client not only to pay running expenses but 
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also to pay labor used in adding to the prop- 
erty. In addition, these rates provided a re- 
turn enabling the company to pay dividends 
in every year except one during the past eigh- 
teen years, these dividends averaging just un- 
der 8 per cent on the stock outstanding dur- 
ing the 18-year period. The effect of includ- 
ing in the appraisals property so paid for and 
then using these appraisals in determining a 
rate base is to require customers to pay twice. 
Year after year, through these erroneous 
charges to operating expense, subscribers have 
been paying for plant additions, and now, if 
the appraisal values are used as a rate base, 
subscribers will be forced to pay a return on 
property already paid for by them. 

“Such a result, in our opinion, would be 
grossly unfair. . «2 <’ (PURISS3B at 
pp. 321, 322.) 
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property financed by such contribu- 
tions. .’ (PUR1933B at p. 
325.) 


The majority itself has pointed out 
that with respect to cost of property 
the supreme court of appeals of West 
Virginia has taken a position on con- 
sumer contributions to capital in the 
form of overheads which is identical 
with this one.® 

Certainly the fact that not only the 
overheads but the direct cost, as well, 
of the property financed by the depre- 
ciation and depletion reserves have 
been contributed by the customers 
should emphasize the lack of equity 
in requiring the public to keep on pay- 
ing a return on that which it has con- 
tributed to the property. There is 
neither fairness nor economic neces- 
sity in such a requirement. 

Nor are we without specific au- 
thority of the United States Supreme 
Court on this exact point. In the case 
of Louisiana R. Commission v. Cum- 
berland Teleph. & Teleg. Co. (1909) 
212 US 414, 424, 425, 53 L ed 577, 
29 S Ct 357, the Court pointed out: 


us It was obligatory upon the 


complainant to show that no part of 
the money raised to pay for depre- 
ciation was added to capital, upon 
which a return was to be made to 
stockholders in the way of dividends 


for the future. It cannot be left to 
conjecture, but the burden rests with 
the complainant to show it. It cer- 
tainly was not proper for the com- 
plainant to take the money, or any 
portion of it, which it received as a 
result of the rates under which it was 
operating, and so to use it, or any 


part of it, as to permit the company 
to add it to its capital account, upon 
which it was paying dividends to 
shareholders. If that were allowable, 
it would be collecting money to pay for 
depreciation of the property, and, hay- 
ing collected it, to use it in another 
way, upon which the complainant 
would obtain a return and distribute 
it to its stockholders. That it was 
right to raise more money to pay for 
depreciation than was actually dis- 
bursed for the particular year there 
can be no doubt, for a reserve is nec- 
essary in any business of this kind, and 
so it might accumulate; but to raise 
more than money enough for the pur- 
pose and place the balance to the credit 
of capital upon which to pay dividends, 
cannot be proper treatment. ie 

What the court there condemned 
is what Hope claims here. 

The majority has found that $22, 
328,016 is money enough for the pur- 
pose of a reserve for depreciation. It 
also appears from the record that Hope 
has accumulated $16,049,734 more 
than enough for this purpose, or $23, 
602,653 more than enough if adjust- 
ment be made for the transfers from 
depreciation and depletion reserves to 
surplus. This balance of approximate- 
ly $23,600,000 the majority permits 
Hope to place to the credit of capital 
upon which dividends may be paid— 
a result which the Supreme Court in 
the Cumberland Telephone Company 
Case, supra, unequivocally states “can- 
not be proper treatment.” Certainly 
it cannot be gainsaid that Hope has 
taken this portion of the depreciation 
and depletion money which it received 





8 Wheeling v. Natural Gas Co. (1934) 115 
W Va 149, 5 PUR(NS) 471, 175 SE 339; 
Natural Gas Co. v. Public Service Commis- 
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sion, 95 W Va 557, PUR 1924D 346, 121 SE 
716. See also Re Reedsburg Teleph. 
(Wis 1934) 7 PUR(NS) 389, 395. 
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as a result of the rates under which it 
was operating and has so used it “as 
to permit the company to add to its 
capital account upon which it was pay- 
ing dividends to shareholders.” Hope 
has done this for practically its entire 
history. It seems to me that simple 
justice to the consumers demands that 
we follow the injunction of the Su- 
preme Court and call a halt to this un- 
justified exploitation of the public.® 
The Supreme Court, in the Lind- 
heimer Case, supra, appears clearly to 
support my conclusions when it said 


292 US at p. 169, 3 PUR(NS) at p. 


“. . But if the amounts charged 
to operating expenses and credited to 
the account for depreciation reserve 
are excessive, to that extent subscrib- 
ers for the telephone service are re- 
quired to provide, in effect, capital 
contributions, not to make good losses 
incurred by the utility in the service 
rendered and thus to keep its invest- 
ment unimpaired, but to secure addi- 
tional plant and equipment upon which 
the utility expects a return.” 

I can find no justification whatever 
for permitting Hope to continue to 
make profits upon capital which it has 
required the public to contribute to 
its business. We, certainly, are under 
no constitutional compulsion or re- 
quirement to permit Hope longer to 
take such profits. For, as Chief Jus- 
tice Stone stated in the Natural Gas 
Pipeline Co. of America Case: 


“cc 
. 


The Constitution does not 
require that the owner who embarks 
in a wasting-asset business of limited 
life shall receive at the end more than 
he has put into it. .” (42 PUR 
(NS) at p. 142). 

Obviously, the fictional character 
of the company’s claim of property 
permeates any suggestion of confisca- 
tion. There can be no confiscation of 
property when the property claimed 
taken is made up of “involuntary” 
contributions on the part of consum- 
ers. 


Over its entire history, the investors 
in Hope have earned extraordinarily 
generous returns upon their invested 
capital. The entire investment in 
Hope, as pointed out in the majority 
opinion, is represented by capital 
stock. From its very inception 
through 1940 the investors have re- 
ceived in cash dividends an annual 
average of 20 per cent on the average 
amount of capital stock issued for cash 
or other assets. 

Part of the stock of Hope now out- 
standing represents common stock 
dividends issued from time to time, 
and it appears that Hope has paid over 
its entire history average annual cash 
dividends of approximately 13 to 14 
per cent on all its common stock, in- 
cluding not only stock issued for cash 
or assets but also stock issued as divi- 
dends. Its depreciation and depletion 
reserve has been built up after such 
earnings were paid out. Obviously, a 





*The case of Public Utility Comrs. v. New 
York Teleph. Co. 271 US 23, 70 L ed 808, 
PUR1926C 740, 46 S Ct 363, is in no way 
contrary to this position. As was pointed out 
by the West Virginia supreme court of ap- 
peals in Wheeling v. Natural Gas Co. supra: 
An examination of that case shows that the 
board of commissioners had directed the com- 
pany to make up current losses out of reserves 


accumulated in the past. No question was 
raised there in regard to including property 
in the rate base which had theretofore been 
paid for out of operating expenses.” (5 PUR 
(NS) at p. 478.) 

10 During period 1908-1940, $97,273,640 in 
cash dividends have been paid by the Hope 
Company. 
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utility company which has existed for 
forty-three years—through several 
major economic crises in the country 
—with such an extraordinary rate of 
earnings can hardly claim in any good 
conscience to be entitled to continue to 
make additional returns upon sums 
patently contributed by its customers. 

The prudent investment doctrine as 
classically expounded by Mr. Justice 
Brandeis in the Southwestern Bell 
Case™ was designed to afford the util- 
ity investor assurance that he would 
always receive a fair return upon his 
investment and to save the consumer 
from being required to pay a return 
upon any increment above that invest- 
ment. It was never intended to serve 
as a method by which the utility in- 
vestor was to be permitted to earn a 
return upon funds or property con- 
tributed by someone other than him- 
self. 


Mr. Justice Brandeis pointed out 
almost at the very outset of his opin- 
ion that: 

3" The thing devoted by the 
investor to the public use is not specific 
property, tangible and intangible, but 


11 262 US 276, 289, 67 L ed 981, PUR1923C 
193, 201, 43 S Ct 544, 31 ALR 807. 





capital embarked in the enterprise. .. , 

“The investor agrees, by embarking 
capital in a utility, that its charges to 
the public shall be reasonable. . . .” 

The basic theme of the entire opin- 
ion is that the amount upon which the 
investor is entitled to earn is his in- 
vestment in the utility and no more. 
This is so patently fair to all con- 
cerned that it should require no fur- 
ther comment. 

This case may seem like a hard one 
in which to apply this very fundamen- 
tal and sound principle because of the 
fact that its application would result 
in the reduction of the rate base toa 
comparatively low figure. But there 
is no injustice in limiting the company 
to a return on its investment, while 
there is, on the other hand, great in- 
equity in requiring, as does the major- 
ity, the consumers to pay a return on 
some sixteen to over twenty-three and 
a half millions of dollars which they 
have contributed to the building of the 
Hope system. 

For these reasons I believe that the 
rate base should here be the cost of 
property used and useful in furnish- 
ing service, less the actual depreciation 
and depletion reserves attributable to 
such property. 
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Corporation et al. 


[File Nos. 59-33, 70-263, 70-371, 70-387, 70-430, 70-431, Release No. 3509.] 


Evidence, § 16 — Admissibility — Purpose of consent decree — Stock values. 
Testimony of persons who were employees of the Department of Justice 
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RE COLUMBIA GAS & ELECTRIC CORPORATION 


at the time of negotiations leading to a stipulation and consent decree in 
an antitrust suit providing for recapitalization is irrelevant to issues raised 
in a later proceeding under the Holding Company Act involving the value 
of securities. 


Witnesses, § 1 — Issuance of subpoenas — Securities and Exchange Commission 
rule. 

Discussion of the issuance of subpoenas, upon request to a trial examiner, 

as permitted by Rule V(f) of the Rules of Practice of the Securities and 

Exchange Commission, and the application of the rule where the Commis- 


sion has decided that testimony sought is irrelevant, p. 49. 


[May 7, 


M 


1942.] 


OTION for issuance of subpoenas to obtain testimony 
in proceeding before Securities and Exchange Commis- 


sion; testimony sought held to be irrelevant. 


¥ 


APPEARANCES: James B. Alley, for 
Columbia Oil & Gasoline Corporation ; 
John F. Heck, for W. H. Danforth; 
Sidney Willner, for the Public Utili- 
ties Division of the Commission; 
Thomas J. Lynch, for the Department 
of Justice. 


By the Commission: This is a 
motion by Columbia Oil & Gasoline 
Corporation for the issuance of sub- 
poenas. The motion arises in the 
course of a hearing in which the fol- 
lowing two matters are being consid- 
ered : 

(1) The applications and declara- 
tions of Columbia Gas & Electric Cor- 
poration (“Columbia Gas”) and Co- 
lumbia Oil & Gasoline Corporation 
(“Columbia Oil”) requesting approval 
of a proposed exchange between those 
corporations including, among other 
things, the surrender to Columbia Oil 
of the 400,000 shares of its cumula- 
tive participating preferred stock held 
by Columbia Gas, in exchange for the 
transfer to Columbia Gas of all of the 
outstanding stocks and indebtedness 
of Columbia Oil’s five wholly owned 
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oil and gasoline subsidiary companies ; 

(2) The step, if any, required to 
be taken to achieve an equitable dis- 
tribution of voting power among the 
security holders of Columbia Oil, in 
accordance with the provisions of § 11 
(b) (2) of the Public Utility Holding 
Company Act of 1935, 15 USCA 
§ 79k (b) (2). 


Background 


Although the history of the compa- 
nies involved has already been out- 
lined in previous opinions,’ a brief 
factual background will be helpful 
here. 

Columbia Oil, a subidiary of Colum- 
bia Gas (a registered holding com- 
pany), was formed in 1930. At the 
time of its formation, it acquired four 
companies which had been subsidiaries 
of Columbia Gas, and Columbia Gas 
acquired, in exchange, all of the secu- 
rities issued by Columbia Oil at the 
time of its organization. In 1935, an 

1Re Panhandle Eastern Pipe Line Co. 
(1941) Holding Company Act Release No. 
2778, 41 PUR(NS) 408; Re Columbia Gas 


& E. Corp. (1942) Holding Company Act Re- 
lease No. 3286, 43 PUR(NS) 351. 


44 PUR(NS) 








SECURITIES AND EXCHANGE COMMISSION 


antitrust suit was begun against these 
two and other companies, and this suit 
culminated in 1936 in a consent decree 
pursuant to a stipulation entered into 
by all the parties to the suit. The stip- 
ulation and decree provided for a re- 
capitalization of Columbia Oil and set 
forth a general pattern to be followed 
and, soon thereafter, a recapitalization 
was brought about pursuant to the stip- 
ulation and decree. In the recapitali- 
zation, the two outstanding classes of 
Columbia Oil preferred stock were re- 
placed by a single class of preferred 
stock which had the right to elect only 
a minority of the board of directors; 
the voting trust which then existed for 
the common stock was dissolved, and 
the common stock was distributed to 
the holders of voting trust certificates, 
with the right to elect a majority of 
directors and to vote cumulatively ; and 
the indebtedness of Columbia Oil to 
Columbia Gas was partially liquidated. 

The antitrust suit was reopened by 
the Department of Justice in 1939, on 
the ground that the consent decree of 
1936 had proved to be ineffectual. In 
June, 1939, a new plan was presented 
to the district court by Columbia Oil 
and Columbia Gas, providing (among 
other things) for the surrender of 
preferred stock and transfer of subsid- 
iaries outlined at the beginning of this 
opinion. This plan was approved by 
the court, subject to the condition that 
it be approved also by this Commis- 
sion. It is now before us for consid- 
eration, together with the issues raised 
under § 11 (b) (2) of the Holding 
Company Act, supra. 


The Issues 


A principal question in the case is 
one of valuation—valuation of the 
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subsidiaries to be transferred and of 
the preferred and common stocks of 
Columbia Oil. In passing upon the 
proposed exchange of the preferred 
stock for the five subsidiaries, we are 
required to determine whether the ex- 
change is fair to Columbia Oil’s hold- 
ers of common stock, as well as to Co- 
lumbia Gas, which owns all of Colum- 
bia Oil’s preferred stock and which 
will receive the subsidiaries. In pass- 
ing upon the issues in the § 11 (b) 
(2) proceeding, we must see that the 
voting power distributed among se- 
curity holders is not unfair or inequi- 
table in the light of the respective in- 
terests of each class. 


The Motion 


Columbia Oil has moved for the is- 
suance of subpoenas requiring the at- 
tendance of Johns Dickinson, of Phil- 
adelphia, Carl McFarland, of Wash- 
ington, and Berkeley W. Henderson, 
of Canton, Ohio. These men were 
employed by the Department of Jus- 
tice at the time of the negotiations 
leading up to the stipulation and con- 
sent decree of 1936, and represented 
the Department of Justice in those ne- 
gotiations. 

In its motion, Columbia Oil states 
that it desires to obtain the testimony 
of these men concerning the “objec- 
tives sought to be achieved by the De- 
partment of Justice in the settlement of 
the antitrust suit and the purposes of 
the provisions of the stipulation and 
consent decree which only set forth in 
a very general way the manner in 
which Columbia Oil was to be recapi- 
talized.” It is applicant’s contention 
that the recapitalization was intended 
by the Department of Justice to take 
control from the preferred stock and 
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place it in the common stock, and that 
the Department of Justice intended 
that the common stock should be en- 
hanced in value. Testimony to this 


effect, which applicant expects the wit- 
nesses to give, will, in the opinion of 
applicant, prove that the recapitaliza- 
tion “substantially increased the value 
of Columbia Oil common stock, and is 
vital to the issue of the relative values 
of the preferred and common stocks.” 


Relevancy of the Testimony Sought 


We think the testimony applicant 
seeks is clearly irrelevant to the issues 
in the case. The positions of counsel 
are adequately presented in the fol- 
lowing colloquy which took place at 
the hearing while Edward Reynolds, 
president of Columbia Gas, was on the 
stand : 


Mr. Alley (counsel for Columbia 
Oil): Was it your understanding that 
the attitude of the Department of Jus- 
tice, as you understand it from the 
representatives of the Department of 
Justice that you discussed the matter 
with, that a majority voice in the af- 
fairs of Columbia Oil should be placed 
in the common stock, and the common 
stock should be given an incentive 
toward the independent management 
of the company by eliminating the 
overwhelming amount of the accumu- 
lated preferential dividend? 

Mr. Willner (of the Commission’s 
Public Utility Division): That is the 
same line of questioning we had ex- 
cluded this morning on the ground 
that the stipulation and consent decree 
set forth the attitude of the Depart- 
ment of Justice. 


Mr. Alley: 1 don’t think it did. 
The stipulation said what was to be 


done and not the reasons it was to be 
done. 

The Examiner: I don’t know that 
we want to go behind the stipulation 
or what was finally agreed on here in 
this proceeding. I don’t see the pro- 
priety of that. 

Mr. Alley: I think it runs into the 
value. I intend to show that the value 
was intended to be put into the com- 
mon stock of Columbia Oil at the time 
of the 1936 decree. 

Mr. Willner: If I understand Mr. 
Alley correctly, he is asking this ques- 
tion because he believes that any in- 
tentions as the Department of Justice 
might have had in 1936 have some ef- 
fect on the value of this stock in 1942. 
I don’t see how that could possibly be. 
We have a stock with certain rights: 
Those rights were obtained by reason 
of the stipulation and consent, but cer- 
tainly the intention or lack of inten- 
tion on the part of representatives of 
the Department of Justice would not 
be able to put any value on a stock that 
did not otherwise have any, or add any 
value it might not have. 

We concur in the position taken by 
counsel for the Public Utilities Divi- 
sion. The value which is in issue here 
is the present value of the preferred 
and common stock of Columbia Oil. 
The objectives of the Department of 
Justice, the intentions of the antitrust 
division, have in our opinion no bear- 
ing upon present value, and evidence 
of that nature will do no more than 
obscure the record. 

The same considerations apply to 
the issues under § 11 (b) (2) with 
respect to the distribution of voting 
power. Such distribution must obvi- 
ously be based on the present interests 
of the respective classes of security 
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holders. In a previous opinion in this 
matter,? with respect to voting power 
in a subsidiary of Columbia Oil, we 
said: 

“In attempting to justify the reten- 
tion of this voting power, however, 
counsel for Columbia Oil has urged 
that Columbia Oil paid adequate con- 
sideration therefor and that the only 
interested parties at the time of the 
stock issuance acquiesced in its grant. 
Counsel has also argued that the in- 
vestors who have since purchased the 
common stock of Columbia Oil ac- 
quired their interests subject to the 
settlement agreement creating the 
stock. 

“We cannot agree with this conten- 
tion. Acceptance of Columbia Oil’s 
argument would, to a considerable ex- 
tent, nullify § 11 (b) (2), for there 
are few instances in which an existing 
unfair and inequitable distribution of 


voting power does not have its origin 
in the corporate structure created at 
the organization of the corporation, 
and all stockholders buying into the 
corporation thereafter might be pre- 
sumed, in the same sense that they are 
here, to have acquiesced in the exist- 


ing corporate structure. Voting pow- 
er is generally fixed by the promoters 
and managers at a time when the pub- 
lic investor is in no position to assert 
a claim to a fair share of the manage- 
ment of a corporation. If the allo- 
cation of voting power under these 
circumstances is to be considered a 
contract which subsequent investors 
cannot question and which the Com- 
mission cannot question on their be- 
half, then § 11 (b) (2) would be- 
come almost wholly meaningless. Sec- 


2 Re Columbia Gas & E. Corp. (9) Hold- 
ing Company Act Release No. 3415 
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tion 11 (b) (2) was designed to re. 
move the inequities resulting from 
the exercise of control through dispro- 
portionately small investments. The 
circumstances under which the voting 
power was acquired are not control- 
ling if, in fact, disproportion exists at 
the time the issue 1s presented to us.” 
(Italics supplied.) 


A further point is pressed upon us 
as ground for requiring the testimony 
of the three proposed witnesses, 
While Reynolds was on the stand, he 
was examined concerning his opinion 
of the objectives and intentions of the 
Department of Justice in requiring the 
recapitalization of Columbia Oil in 
1936. Upon objection by the Com- 
mission’s staff, this testimony was 
stricken. Thereafter, counsel for one 
of the interveners offered certain doc- 
uments as exhibits, for the purpose of 
showing that the persons who insisted 
that the value of the common stock be 
improved were the common stdckhold- 
ers themselves, not the Department of 
Justice officials. Over objection, the 
documents were received for this pur- 
pose. 

It is now claimed that the striking 
of Reynolds’ testimony, and the ad- 
mittance of the above-mentioned ex- 
hibits for the purpose described, give 
rise to inferences which counsel for 
Columbia Oil is entitled to rebut, if 
possible, through the testimony of the 
men whom Columbia Oil desires to 
subpoena. But we have already stat- 
ed that in our opinion, this entire line 
of questioning and proof is irrelevant. 
The exhibits should not have been ad- 
mitted for the purpose stated, and the 
trial examiner is hereby instructed to 
strike them in so far as they were ad- 
mitted for that purpose. Obviously, 
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there is no need to rebut inferences 
which, in the light of the foregoing 
instruction, can play no part in the de- 
cision of the case. 

Counsel for Columbia Oil has indi- 
cated that he “will not take more than 
ten minutes” with the witnesses he in- 
tends to call. Other counsel, however, 
promptly made it clear that they would 
feel it necessary to take a much longer 
time to explore the issues thus raised. 
While this Commission is anxious to 
admit any relevant evidence which 
can throw light on the issues to be de- 
cided, the proffered testimony, wholly 
irrelevant as it is, threatens a substan- 
tial as well as an unwarranted excur- 
sion from the issues properly before 
us. 


The Issuance of Subpoenas 


This is a formal motion to the Com- 
mission, stating the reasons for the 
request for subpoenas and indicating 
the testimony expected to be elicited. 
No request for subpoenas was made 
to the trial examiner as permitted by 
Rule V (f) of the Commission’s Rules 
of Practice. This rule does not re- 
quire a showing of reasons or a state- 
ment of what is to be proved. It is 
the settled policy of this Commission 
that, upon request, subpoenas ad testifi- 
candum are issued by the trial exam- 
iner as a matter of course.* Had coun- 
sel seen fit to address an ordinary re- 


quest to the trial examiner, this mo- 
tion would not have been necessary. 


Now that the motion has been pre- 
sented to us, however, and the reasons 
for requesting subpoenas have been 
revealed, we are confronted with a 
difficult problem. It is suggested by 
counsel for the Public Utilities Divi- 
sion that we have a responsibility to- 
ward the men sought as witnesses, and 
should protect them from undue in- 
cursions upon their time. 

Our Rules of Practice, on the other 
hand, place such responsibility square- 
ly on the party who calls the witness- 
es.° The practice which we have fol- 
lowed with respect to subpoenas ad 
testificandum is in conformity with 
Rule 45 of the Federal Rules of Civil 
Procedure, which requires the clerk of 
the court to issue subpoenas on the re- 
quest of a party without any showing 
as to the purpose of the request. We 
are not disposed to depart from this 
general practice, which is designed 
to ensure equality of treatment to all 
parties in proceedings before us. 

In view of our opinion that the tes- 
timony proffered by Columbia Oil is ir- 
relevant, we assume that counsel will 
not desire the issuance of the sub- 
poenas in question. However, if he 
still feels that the issuance of the sub- 
poenas would serve some useful pur- 
pose, he has the right under our rule 





_ SRule V(f) provides: “Subpoenas requir- 
ing the attendance of witnesses from any place 
in the United States at any designated place 
of hearing may be issued by any member of 
the Commission or any officer designated by 
it for that purpose in connection with any 
hearing ordered by the Commission, upon writ- 
ten application therefor.” In the order for 
hearings the trial examiner is designated as 
an officer of the Commission with the power 
to issue subpoenas. 

*The rule is otherwise with respect to sub- 
Poenas duces tecum. Rule V(g) provides: 


[4] 


“Subpoenas for the production of documen- 
tary evidence will issue only upon application 
in writing, which must specify, as nearly as 
may be, the documents desired and the facts 
to be proved by them, in sufficient detail to 
indicate the materiality and relevance of the 
documents desired.” 

5 Cf. our Rule V(h), which provides that 
witness fees and mileage, at the rates paid for 
like services in the courts of the United States, 
“shall be paid by the party at whose instance 
the witnesses appear.” 
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to obtain them from the trial examin- ing his specific rulings upon the ad. 
er. In such event, the trial examiner missibility of the evidence sought 
will be guided by this opinion in mak- from the witnesses in question. 





NEW JERSEY SUPREME COURT 


Atlantic City Sewerage Company 


Board of Public Utility Commissioners 


Atlantic City 


Vv 


Board of Public Utility Commissioners et al. 


[Nos. 219, 232.] 
(— NJL —, 26 A(2d) 71.) 


Rates, § 2 — Nature of rate making. 
1. Rate making is essentially a legislative function, p. 55. 


Appeal and review, § 48 — Scope of review — Commission rate order. 


2. The duty of the court in reviewing a rate order of the Board of Public 
Utility Commissioners is to weigh the evidence and resolve the issues of 
fact on the hypothesis that R. S. 48: 2-46 and R. S. 2:81-8, NJSA 48:2- 
46 and 2: 81-8, are in pari materia, p. 55. 


Valuation, § 79 — Fair value for rate making — Reproduction cost — Prices. 


3. The fair value base in rate making is not necessarily confined to hypo- 
thetical depreciated reproduction cost grounded on prices obtaining at the 
time of the inventory; such reproduction cost is but a factor to be con- 
sidered in the fixation of a rate reasonable as regards both the utility and the 
public, p. 56. 

Return, § 9 — Fair value basis. 
4. The rate base is the fair value of the property used and useful in the 
public service, p. 56. 

Rates, § 172 — Reasonableness — Value of service. 
5. The public cannot be called upon for more than the fair value of the 
service rendered, p. 56. 

Return, § 16 — Right to earn — Reasonable rates. 


6. A public utility is entitled to a just return on the fair value of the 
property at the time of its employment for the convenience of the public, 
and the public to protection against unreasonable exactions, p. 56. 
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Valuation, § 21 — Rate base. 
7. The base rate figure of fair value is determined by viewing the plant as 
an integral and unitary whole, considering all the elements properly en- 
tering into the ascertainment of a reasonable return for supplying the public 
need, p. 56. 

Valuation, § 24 — Rate base — Future values. 
8. A determination of fair value for rate making requires that there be an 
honest and intelligent forecast of probable future values, and this includes 
the making of a fair prediction of the probable price and wage levels during 
a reasonable period in the immediate future, and a consideration as well 
of all other relevant facts and circumstances, p. 56. 


Valuation, § 17 — Rate base — Formula — Rules. 


9, There is no formula making for certainty in the exercise of the authority 
to determine fair value for rate making, and the estimation of the fair 
value base is not controlled by arbitrary rules, but it requires a reasonable 
judgment grounded in a proper consideration of all relevant facts, p. 57. 


Valuation, § 23 — Rate base — Prices. 


10. Abnormally high prices for labor and material attendant upon an un- 
stable market do not afford a just criterion of the value of property for rate 
purposes, p. 57. 


Valuation, § 40 — Rate base — Reproduction cost less depreciation. 


11. Reproduction cost of property, less depreciation, is not conclusive of 
value, but rather an element to be considered with all the circumstances 
in arriving at the fair value of the property in the particular case, whether 
the due process clause of the Fifth or of the Fourteenth Amendment of 
the Federal Constitution be invoked, p. 57. 

Depreciation, § 1 — Definition. 

12. Depreciation in its general sense is the loss not restored by current 
maintenance, which is due to all the factors causing the ultimate retire- 
ment of property, and these factors embrace wear and tear, decay, inade- 
quacy, and obsolescence, p. 58. 

Depreciation, § 6 — Necessity of allowance. 

13. The cost of producing utility service includes an allowance for con- 
sumption of capital in order to manitain the integrity of the investment 
in the service rendered, p. 58. 

Valuation, § 107 — Accrued depreciation — Excessive accumulations. 

14. If the allowance for depreciation be more than sufficient for the re- 
placement of capital consumed, the excess is not subject to capitalization 
for rate-making purposes, p. 58. 

Valuation, § 101 — Accrued depreciation — Inspection and study — Calculations. 
15. A finding as to the quantum of depreciation, based largely upon evidence 
adduced from a Commission engineer founded upon an inspection and 
comprehensive study of the property, is preferable to mere calculations 
based on averages and assumed probabilities, p. 58. 

Valuation, § 96 — Accrued depreciation — Opinion evidence. 

16. Opinion evidence as to depreciation is not of conclusive force, p. 58. 

Valuation, § 332 — Going concern value — Separate allowance. 

17. Going concern value need not be separately stated and appraised as 
51 44 PUR(NS) 





NEW JERSEY SUPREME COURT 


such when property is valued as a going concern and this factor is allowed 
for in the appraisal, p. 59. 


Valuation, § 331 — Going concern value — Burden of proof. 
18. The burden rests upon a utility to show that going concern value has 
neither been adequately covered in the rate base nor recouped from prior 
earnings of the business, when this element has been regarded in the valua- 
tion of the business as a whole, p. 59. 


Valuation, § 357 — Going concern value — Opinion evidence. 
19. An opinion of an engineer as to going concern value is properly rejected 
as too speculative to be entitled to weight when based upon a purely the- 
oretical lag in obtaining business for a 5-year period after the commence- 
ment of operations, which premise is without support in the evidence, 
p. 59. 


Expenses, § 15 — Disallowance by Commission — Practical economies. 


20. Disallowance of certain operating expenses is not erroneous when there- 
by practical economies are effected without impairment of service, p. 59. 


Expenses, § 9 — Forecast of prices. 


21. Mere uncertainty does not justify a rate based upon the assump- 
tion that there will be a period of rising prices as to both labor and ma- 
terial as well as a rising trend in taxes, as the Board is not under duty to 
indulge in speculation as to such matters but is required only to make an 
honest and intelligent forecast of probable future values, p. 59. 


Return, § 21 — Reasonableness — Question of confiscation. 
22. The lowest reasonable rate is one which is not confiscatory in the con- 
stitutional sense, p. 60. 

Expenses, § 114 — Income taxes. 
23. Income taxes assessed against a utility company are properly con- 
sidered as an operating expense, p. 60. 

Expenses, § 91 — Rate case expense — Result of proceeding as factor. 


24. The cost of rate proceedings is properly included in operating expenses 
although a utility company seeking an increase in rates averaging more than 
26 per cent is granted but 6 per cent, p. 60. 


[May 5, 1942.] 


ROSS WRITS of certiorari to review judgment of Board of 
& Public Utility Commissioners disapproving proposed sched- 
ule of charges of a sewerage company and directing submission 
of a revised schedule; affirmed. For Commission decision, see 
(1941) 38 PUR(NS) 235. 


¥ 


APPEARANCES: Autenrieth & Samuel Backer, of Atlantic City, for 
Wortendyke, of Newark, and Thomp- Atlantic City; John A. Bernhard, of 
son & Lloyd, of Atlantic City (Joseph Newark (Frank H. Sommer, of New- 
F. Autenrieth, of Newark, of coun- ark, of counsel), for Board of Public 
sel), for Atlantic City Sewerage Co.; Utility Commissioners. 
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Hener, J.: The Atlantic City 
Sewerage Company and the city of At- 
lantic City have sued out cross-writs 
of certiorari to review the judgment 
of the Board of Public Utility Com- 
missioners disapproving a proposed 
schedule of charges for the company’s 
various services and directing the sub- 
mission of a revised schedule “so de- 
signed as to produce on the basis of 
present billing data, together with rea- 
sonable charges for air conditioning 
and refrigeration service, an increase 
of not more than $28,000, in annual 
operating revenue.” The determina- 
tion was predicated on findings that 
the fair rate base as of October 31, 
1940, including the “estimated ex- 
penditures subsequent to that date nec- 
essary to complete’ a chlorination 
plant demanded by the state board of 
health, was $2,500,000; that the com- 
| pany “is entitled to earn” thereon “at 


the rate of 6 per cent, or $150,000 per 
annum”; that the “estimated annual 
return” under the preéxisting rates, 


less adjusted . operating expenses, 
chlorination expense, amortization or 
rate case expense, taxes, and deprecia- 
tion, is $129,716, or $20,284 less than 
is just and reasonable; that the com- 
pany is required to pay a franchise tax 
of 5 per cent on operating revenue and 
a Federal income tax of approximately 
24 per cent on net taxable income; and 
that therefore an increase in operat- 
ing revenue of $28,013 is requisite to 
realize the prescribed additional return 
of $20,284. 

It is the insistence of the company 
that the proofs establish a rate base 
value of $3,000,000, entitling it “to 
an increase in rates in the sum of ap- 
proximately $160,000, designed to be 
raised by its proposed schedule of 


rates,” and that a lesser valuation for 
rate purposes would be confiscatory. 
The nuwnicipality, on the other hand, 
maintains that there is no rational basis 
in the evidence for a finding of a rate 
base in excess of $2,300,000, and that 
the rate increase granted by the Board 
is therefore arbitrary and illegal. 

The company is a “public utility” as 
defined by Rev. Stats. 1937, 48 :2-13, 
NJSA 48:2-13. It was incorporated 
on December 28, 1888, and has ever 
since rendered sewerage service in At- 
lantic City. This municipality com- 
prises a group of irregularly shaped 
sand islands. Its highest point is 
about 6 feet above high water; and in 
places tide-water is found at 3 to 4 
feet below the surface. It is bounded 
by the Atlantic ocean on the east; and 
a tidal channel known as the Beach 
thoroughfare separates the islands 
from the mainland on the west. Its 
permanent population is approximate- 
ly 70,000 but at times during the sum- 
mer season it increases nearly to 500,- 
000. Concededly, the physical condi- 
tions and the extraordinarily large 
fluctuation in population have given 
rise to constructional and operational 
difficulties. The original collecting 
system was designed to serve what is 
now the principal commercial and ho- 
tel section of the municipality, located 
on the main island. It provided for a 
deep receiving well and pumping sta- 
tion at Baltic and Chalfonte avenues. 
Sewage flowed by gravity to the pump- 
ing station, whence it was conveyed 
by pumps to filters on the meadows 
northwest of the city. In 1897 the 
disposal works were moved to City 
Island, where the company’s treatment 
plant is now established. The growth 
of the city required an expansion of 
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the sewerage system ; and the area now 
served is slightly less than three square 
miles. The facilities for the disposal 
of sewage in the Chelsea Heights sec- 
tion are owned by the city, but operat- 
ed by the company under a contract 
with the city. There is no physical 
connection between the two systems. 
There are four pumping stations, one 
in each of the four principal districts 
comprising the service area. Except 
during the summer season, all the sew- 
age is treated at the City Island plant 
and then conveyed through twelve 
sedimentation tanks, whence the ef- 
fluent is discharged into the Beach 
thoroughfare. The sludge from the 
tanks is removed by pumps, dried, and 
devoted to the raising of the elevation 
of the surface of City Island. When 
the summer flow is beyond the capac- 
ity of the City Island facilities, the 
excess is treated at a pumping station 
situate on Texas avenue, whence it is 
discharged into the Beach thorough- 
fare. The company’s collecting sys- 
tem includes 81 miles of pipe, chiefly 
terra cotta, ranging in size from 6 to 
66 inches. The mains are laid at 
depths varying from near the street 
surface to 14 feet. The force mains 
consist of approximately 74 miles of 
cast-iron pipe, mostly Class B, rang- 
ing in size from 10 to 36 inches in 
diameter. The number of service con- 
nections has increased from 1,849 in 
the year 1891 to 13,021 in the year 
1940. 


I. Valuation of Property 


The company submitted two valua- 
tion bases—(1) plant reproduction 
cost new less depreciation, amounting 
to approximately $3,400,000; and (2) 
book value in the sum of $3,060,000. 
44 PUR(NS) 


‘ 


These are terms “yardsticks designed 
to reflect the ‘present value’”’ of the 
property as a rate base. The city’s 
estimate of “reproduction cost new 
less depreciation” is condemned as 
grounded on “average prices” and an 
“excess in the depreciation reserve”: 
and the vice of the Board’s valuation 
is asserted to be the acceptance of the 
original cost of the property without 
attempting “to trend” such “cost to 
reflect prevailing prices at the time of 
the inquiry.” 

We concur in the Board’s appraisal 
of the property as the fair value base. 
Its own expert calculated the original 
cost of the property, less depreciation, 
at $2,075,985.49; and there is no rea- 
sonable basis in the proofs for a find- 
ing in excess of that sum. Although 
they were in substantial agreement as 
to the inventory, and there was a com- 
mon assumption of reproduction cost 
in a 2-year construction period, the 
company’s expert estimated the repro- 
duction cost of the physical property 
on the basis of the prices prevailing 
“at the time of the inquiry,” less de- 
preciation, at $3,031,925, while the 
city’s expert, using prices “current on 
October 31, 1940,” fixed it at $2,745,- 
629. The former made an addition of 
$400,000 for “‘going value,” or a “to- 
tal reproduction cost new, depreciated 
as of the time of the inquiry,” of $3,- 
431,925. The latter considered $250,- 
000 entirely ample for this item, or a 
total of $2,995,629. Such, it seems to 
be conceded, fairly represents the re- 
production cost new, less depreciation, 
“at the time of the inquiry.” But the 
witness deducted $290,000, “due to 
the use of price levels higher than 
average price levels”; and this is as- 
signed for error. The witness made a 
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further deduction of $433,000, the 
difference between what he conceived 
to be the quantum of actual physical 
depreciation and the accrued reserve 
for depreciation entered on the com- 
pany’s books. The company’s engi- 
neer estimated the depreciation at 
$998,819; the city’s at $555,000. One 
of the Board’s engineers, whose quali- 
fications are unquestioned, fixed the 
original cost, less the adjusted depre- 
ciation reserve as of December 31, 
1939, at $1,923,070.04. He allowed 
necessary capital additions in the net 
sum of $152,915.45, or a total of $2,- 
075,985.49. 

[1, 2] Rate making is essentially 
a legislative function; and the Board 
is empowered to fix a “just and rea- 
sonable individual” rate whenever it 
shall determine that the existing rate 
is “unjust, unreasonable, insufficient, 
or unjustly discriminatory or prefer- 
ential.”” Rev. Stats. 1937, 48:2-21, 
NJSA 48:2-21. While there seems 
to be contrariety of opinion respecting 
the scope of the judicial review as re- 
spects the fulfillment of this statutory 
standard, we have deemed it to be our 
duty to weigh the evidence and resolve 
the issues of fact on the hypothesis that 
Rev. Stats. 48:2-46 and Rev. Stats. 
2:81-8, NJSA 48:2-46 and 2:81-8, 
are in pari materia. Pennsylvania R. 
Co. v. Public Utility Comrs. (1912) 
83 NJL 67, 83 Atl 945, affirmed Dela- 
ware L. & W. R. Co. v. Public Utility 
Comrs. (1913) 84 NJL 619, 87 Atl 
801; Erie R. Co. v. Public Utility 
Comrs. (1913) 84 NJL 759, 88 Atl 
1103; New York, S. & W. R. Co. v. 
Public Utility Comrs. (1913) 84 NJL 
762, 88 Atl 1103; New Jersey & N. Y. 
R. Co. v. Public Utility Comrs. (1913) 
84 NJL 763, 88 Atl 1103; Pennsyl- 


vania R. Co. v. Public Utility Comrs. 
(1913) 84 NJL 764, 88 Atl 1103; 
Interstate Teleph. & Teleg. Co. v. 
Public Utility Comrs. (1913) 84 NJL 
184, 86 Atl 363; Public Service Gas 
Co. v. Public Utility Comrs. (1913) 
84 NJL 463, 87 Atl 651, LRA1918A 
421, affirmed 87 NJL 581, PUR 
1915E 251, 92 Atl 606, 94 Atl 634, 
95 Atl 1079, LRA1917B 930, LRA 
1918A 421; Erie R. Co. v. Public 
Utility Comrs. (1914) 85 NJL 420, 
89 Atl 1001; Public Service R. Co. v. 
Public Utility Comrs. (1914) 86 NJL 
105, 91 Atl 313, affirmed 87 NJL 250, 
PURI9I15C 224, 93 Atl 585; New 
Jersey Suburban Water Co. v. Public 
Utility Comrs. (1939) 123 NJL 303, 
31 PUR(NS) 219, 8 A(2d) 350. 
See, also, State v. Czarnicki (1940) 
124 NJL 43, 10 A(2d) 461; Coles 
& Sons’ Co. v. Blythe (1903) 69 NJL 
666, 55 Atl 816; Ryer v. Turkel 
(1908) 75 NJL 677, 70 Atl 68. 

The experts were in disagreement 
as to price factors, the quantum of 
going value, and the allowance for de- 
preciation ; and it is clear that the com- 
pany’s engineer indulged in certain 
speculative and unwarranted assump- 
tions respecting construction needs 
and used excessive unit prices, limited 
also to the date of his appraisement. 
His premises rhyme ill with the reali- 
ties. This is demonstrated by the 
evidence elicited from expert wit- 
nesses familiar from actual experience 
with the peculiar conditions attending 
such construction work in the locus 
and the cost thereof. Moreover, his 
inventory and appraisement of the 
collecting system and force mains (ag- 
gregating 85 per cent of the total cost 
of the property on either a book cost 
or reproduction cost basis) was found- 
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ed on one made by another engineer 
in 1921. And it contained items which 
the Board properly found have no 
place in the calculation of the repro- 
duction cost. And the witness as- 
sumed that the land was worth $118,- 
213. There was no evidence whatever 
to sustain this valuation. Per contra, 
the city adduced evidence from realty 
experts fixing the value at approxi- 
mately $32,000. 

The valuation made by the city’s 
engineer is challenged as erroneously 
based upon “average price levels” over 
the prior 5-year period rather than the 
“prices prevailing at the time of the 
inquiry.” His estimate of the repro- 


duction cost of the physical property 
was rested upon “spot” peak prices 
current in October, 1940, which were 
considerably higher than the average 
prices over the past 10- or 5-year 
periods. 


[8-6] But the fair value base is 
not necessarily confined to the hypo- 
thetical depreciated reproduction cost 
grounded on prices obtaining at the 
time of the inventory. These are not 
synonymous terms. Each case is gov- 
erned in this regard by its own cir- 
cumstances. The Board is empowered 
to determine what in the particular sit- 
uation is a just and reasonable return; 
and it must needs have a broad discre- 
tion in the exercise of that authority, 
controlled by the statutory standard. 
Since rate making is a legislative proc- 
ess, its exercise involves a range of 
legislative discretion. O’Brien v. Pub- 
lic Utility Comrs. 92 NJL 587, PUR 
1919D 774, 106 Atl 414. The rate 
base is the fair value of the property 
used and useful in the public service. 
The depreciated reproduction cost is 
but a factor to be considered in the 
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fixation of a rate reasonable as re. 
gards both the utility and the public, 
A corporation of this particular class 
performs a public function; and the 
public cannot be called upon for more 
than the fair value of the service rep- 
dered. The utility is entitled to a just 
return upon the fair value of the prop- 
erty at the time of its employment for 
the convenience of the public, and the 
public to protection against unreason- 
able exactions. Public Service Gas 
Co. v. Public Utility Comrs. supra; 
Smyth v. Ames (1898) 169 US 466, 
42 L ed 819, 18 S Ct 418. Such re- 
production cost is “a guide, but not 
a measure.” Dayton Power & Light 
Co. v. Ohio Pub. Utilities Commission 
(1934) 292 US 290, 78 L ed 1267, 
3 PUR(NS) 279, 54 S Ct 647, 657. 

[7,8] A rate based upon an exces- 
sive valuation or upon property not 
used or useful in the rendition of the 
service subject to such regulation ob- 
viously would lay upon the individual 
user a burden greater than the rea- 
sonable worth of the accommodation 
thus supplied. The public is not to be 
laden with unreasonable or extortion- 
ate rates in order that dividends may 
be provided for the utility’s stockhold- 
ers. The base rate figure of fair value 
is determined by viewing the plant as 
as integral and unitary whole, con- 
sidering all the elements properly en- 
tering into the ascertainment of a rea- 
sonable return for supplying the pub- 
lic need. It is requisite that there be 
“an honest and intelligent forecast” of 
probable future values; and this of 
necessity includes the making of a fair 
prediction of the probable price and 
wage levels during a reasonable period 
in the immediate future, and a con- 
sideration as well of all other relevant 
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facts and circumstances. Denver 
Union Stock Yard Co. v. United 
States (1938) 304 US 470, 82 L ed 
1469, 24 PUR(NS) 155, 58 S Ct 
990; St. Joseph Stock Yards Co. v. 
United States (1936) 298 US 38, 80 
L ed 1033, 14 PUR(NS) 397, 56S 
Ct 720; Los Angeles Gas & E. Corp. 
y. California R. Commission, 289 US 
287, 77 L ed 1180, PUR1933C 229, 
53 S Ct 637 ; McCardle v. Indianapolis 
Water Co. 272 US 400, 71 L ed 316, 
PUR1927A 15, 47 S Ct 144. 

[9,10] There is no formula mak- 
ing for certainty in the exercise of this 
authority. The estimation of the fair 
value base is not controlled by arbi- 
trary rules. It is not “a matter of 
formulas,” but rather of “a reasonable 
judgment” grounded “in a proper con- 
sideration of all relevant facts.” 
Simpson v. Shepard (1913) 230 US 
352, 434, 57 L ed 1511, 33 S Ct 729, 
754, 48 LRA(NS) 1151, Ann Cas 
1916A 18; Los Angeles Gas & E. 
Corp. v. California R. Commission, 
supra; Atlantic City Sewerage Co. v. 
Public Utility Comrs. 100 NJL 395, 
PURI1924E 649, 125 Atl 327. “An 
arbitrary date is as unlawful as an ar- 
bitrary rate.” Hackensack Water Co. 
v. Public Utility Comrs. (1922) 98 
NJL 41, 119 Atl 84, 85, affirmed 
(1924) 100 NJL 177, 124 Atl 925. 
In the words of Mr. Justice Cardozo: 
“An intelligent estimate of probable 
future values . and even indeed 
of present ones, is at best an approxi- 
mation. The like is true of a forecast 
of the extent of future revenues. 
There is left in every case a reason- 
able margin of fluctuation and uncer- 
tainty.” Dayton Power & Light Co. 
v. Ohio Pub. Utilities Commission, 
supra, 3 PUR(NS) at p. 293. Abnor- 


mally high prices for labor and mate- 
rial attendant upon an unstable market 
do not afford a just criterion of the 
value of property for rate purposes. 
There is in the continuing supervisory 
power of the administrative agency a 
wholly adequate remedy for the cor- 
rection of inequities flowing from the 
need of adjustment due to shifting cir- 
cumstances. Hackensack Water Co. v. 
Public Utility Comrs. supra; Public 
Service Gas Co. v. Public Utility 
Comrs. supra; Texas R. Commission 
v. Rowan & Nichols Oil Co. (1940) 
311 US 570, 85 Led 358, 61 S Ct 343. 
[11] Whether the due process 
clause of the Fifth or of the Four- 
teenth Amendment of the Federal 
Constitution be invoked, the reproduc- 
tion cost of the property, less depre- 
ciation, is not conclusive of value, but 
is rather an element to be considered 
with all the circumstances in arriving 
at the fair value of the property in the 
particular case. Smyth v. Ames, su- 
pra; Los Angeles Gas & E. Corp. v. 
California R. Commission, supra. 
See, also, Georgia R. & Power Co. v. 
Railroad Commission, 262 US 625, 67 
L ed 1144, PUR1923D 1, 43 S Ct 
680 ; Simpson v. Shepard, supra. And 
in the recent case of Federal Power 
Commission v. Natural Gas Pipeline 
Co. (1942) 315 US —, 86 Led —, 
42 PUR(NS) 129, 136, 138, 62 S Ct 
736, 742, the Federal Supreme Court 
dealt with a statute investing the In- 
terstate Commerce Commission with 
power to fix a “just and reasonable” 
rate. As to the application of this 
standard, Chief Justice Stone, voicing 
the majority view, said: “The estab- 
lishment of a rate for a regulated in- 
dustry often involves two steps of dif- 
ferent character, one of which may 
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appropriately precede the other. The 
first is the adjustment of the general 
revenue level to the demands of a fair 
return. The second is the adjustment 
of a rate schedule conforming to that 
level so as to eliminate discrimina- 
tions and unfairness from its details. 

The Constitution does not bind 
rate-making bodies to the service of 
any single formula or combination of 
formulas. Agencies to whom this 
legislative power has been delegated 
are free, within the ambit of their 
statutory authority, to make the prag- 
matic adjustments which may be called 
for by particular circumstances. Once 
a fair hearing has been given, proper 
findings made and other statutory re- 
quirements satisfied, the courts can- 
not intervene in the absence of a clear 
showing that the limits of due process 
have been overstepped. If the Com- 
mission’s order, as applied to the facts 
before it and viewed in its entirety, 
produces no arbitrary result, our in- 
quiry is at an end.” 

Here, the valuation fixed by the 
Board is fair and reasonable as be- 
tween the utility and the public, and 
so is unassailable. 


II. Depreciation 


[12-16] And we are of opinion 
that the Board made a liberal allow- 
ance for depreciation. The evidence 
reveals an excessive annual charge 
therefor, so much so that, as the Board 
found, if it be continued at the same 
rate, “an amount sufficient fully to re- 
tire all property now in existence 
would be accumulated long before the 
property would reach the end of its 
useful life.” (38 PUR(NS) 235, 
253). In its general sense, deprecia- 
tion is “the loss, not restored by cur- 
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rent maintenance, which is due to all 
the factors causing the ultimate retire. 
ment of the property. These factors 
embrace wear and tear, decay, inade- 
quacy, and obsolescence.” The cost 
of producing the service includes “an 
allowance for consumption of capital 
in order to maintain the integrity of 
the investment in the service ren- 
dered.” Lindheimer v. Illinois Bell 
Teleph. Co. (1934) 292 US 151, 78 
L ed 1182, 3 PUR(NS) 337, 347, 54 
S Ct 658, 664. If the allowance for 
depreciation be more than sufficient 
for the replacement of the capital con- 
sumed, the excess is not subject to 
capitalization for rate-making pur- 
poses. Here, the Board rested its find- 
ings as to the quantum of depreciation 
largely upon evidence adduced from its 
own engineer founded upon an in- 
spection and comprehensive study of 
the property; and this is preferable to 
“mere calculations based on averages 
and assumed probabilities.” McCardle 
v. Indianapolis Water Co. supra, PUR 
1927A at p. 29. See, also, Pacific Gas 
& E. Co. v. San Francisco, 265 US 
403, 68 L ed 1075, PUR1924D 817, 
44 S Ct 537. The opinion evidence is 
not of conclusive force. Public Serv- 
ice Gas Co. v. Public Utility Comrs. 
supra; Dayton Power & Light Co. v. 
Ohio Pub. Utilities Commission, su- 
pra. There rests upon the company 
the burden of establishing that the 
amounts charged to operating expen- 
ses for depreciation are not excessive; 
and it has not been sustained. 


III. Going Concern Value 


It is also assigned for error that the 
Board refused “to consider” the testi- 
mony of the company’s expert as to 
the quantum of “going value,” and 
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that “no allowance at all” was made 
for that as an intangible constituent 
of the fair value base. 

[17-19] The Board valued the 
property as a going concern, and thus 
allowed for this factor in its appraisal. 
It is not requisite that the going con- 
cern value be separately stated and ap- 
praised as such. When it has been re- 
garded in the valuation of the business 
as a whole, the burden rests upon the 
utility to show that the “item has nei- 
ther been adequately covered in the 
rate base nor recouped from prior 
earnings of the business.’ Federal 
Power Commission v. Natural Gas 
Pipeline Co. supra, 42 PUR(NS) at 
p. 140; Denver Union Stock Yard Co. 
v. United States, supra. “Going 
value is not something to be read in- 
to every balance sheet as a perfunctory 
addition.” Dayton Power & Light 
Co. v. Ohio Pub. Utilities Commission, 
supra, 3 PUR(NS) at p. 292. The 
opinion of the company’s engineer was 
properly rejected as “too speculative 
to be entitled to weight as evidence of 
the allowance which ought to be made 
for going value as an element of the 
rate base.” It was based upon a pure- 
ly theoretical “lag’’ in obtaining busi- 
ness for a 5-year period after the com- 
mencement of operations; and the 
premise is without support in the evi- 
dence. Nor has the company sustained 
the burden of proving nonrecoupment 
from prior earnings of the business. 
The evidence of the city’s engineer was 
likewise ignored for the same general 
reason. His was an allowance for 
“the development and preliminary ex- 
pense and the element of value inher- 
ent in this property as a going concern, 
as different from the property recon- 
struction cost”; and the Board reject- 


ed it as a “lump sum allowance with- 
out any effort to lend objective sup- 
port” to the witness’ opinion. How- 
ever, the Board considered that “there 
is an element of value in an assembled, 
established and successfully operated 
property, which is not present in prop- 
erty not so advanced and has recog- 
nized this element to the extent which 
in its judgment is reasonable”; and 
thus it made such allowance for this 
item as was warranted by the proofs. 
There is no showing of arbitrary ac- 
tion. 

The ascertainment of the rate base 
involves sound business judgment. 
The legislature has designed that this 
regulatory function shall be exercised 
by an agency expert in the intricacies 
and perplexities characteristic of the 
field; and their conclusions must needs 
have great weight in the determination 
of questions that call for specialized 
knowledge and experience. 


IV. Operating Expenses 


[20, 21] There is no substance to 
the contention that the Board erred in 
its disallowance of certain “operating 
expenses.”’ There is no need to partic- 
ularize. It suffices to say that thereby 
practical economies are effected with- 
out impairment of the service. Their 
rejection does not serve to make for 
injustice and unreasonableness in the 
rate fixed. And the allowance for an- 
nual future depreciation seems liberal 
in the circumstances. It was not con- 
fined to what reasonably appeared to 
have been the company’s actual retire- 
ment experience. Its property is in 
the main long-lived, and on the basis 
of past experience and conditions rea- 
sonably foreseeable the deduction 
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seems wholly adequate for the main- 
tenance of the integrity of the capital 
investment. The provisions for oper- 
ating costs and legal services are suf- 
ficient. They are grounded in past ex- 
perience, and are not fairly susceptible 
of the criticism that they “utterly ig- 
nore the trend of operating costs for 
the future.” True, the future is un- 
certain, but mere uncertainty does not 
justify a rate based upon the assump- 
tion that there will be “a period of ris- 
ing prices as to both labor and material 
as well as a rising trend in taxes.” If 
the prophecy were not fulfilled, a rate 
calculated on that hypothesis would be 
unfair to the public. As stated, the 
continuing supervisory power of the 
Board may be invoked to deal with ex- 
traordinary and unforeseeable condi- 
tions. The Board is not under a duty 
to indulge in speculation as to such 
matters. It is required only to make 
an honest and intelligent forecast of 
probable future values, considering all 
the circumstances relevant to the par- 
ticular inquiry. West Ohio Gas Co. 
v. Ohio Pub. Utilities Commission 
(1935) 294 US 63, 79 L ed 761, 6 
PUR(NS) 449, 55 S Ct 316. 


V. Confiscation 


[22] It follows from the foregoing 
that the valuation adopted by the 
Board is not confiscatory in contraven- 
tion of the due process clause of the 
Fourteenth Amendment of the Feder- 
al Constitution. The rate is sufficient 
to yield “a fair return upon the rea- 
sonable value of the property at the 
time it is being used for the public,” 
and thus the requirements of this con- 
stitutional provision are met. Smyth 
v. Ames, supra; Los Angeles Gas & 
E, Corp. v. California R. Commission, 
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supra; Denver Union Stock Yard Cp, 
v. United States, supra. The “lowes 
reasonable rate” is one which is not 
confiscatory in the constitutional sense. 
Federal Power Commission vy. Naty. 
ral Gas Pipeline Co. supra. 


VI. Corporate Income Taxes 


[23] The city complains that the 
Board erred in considering income § 
taxes assessed against the company as 
an “operating expense.” The point is 
untenable. 

In determining a rate of return that 
will answer the test of reasonableness, 
the Federal income tax is deductible. 
Galveston Electric Co. v. Galveston, 
258 US 388, 66 L ed 678, PUR1922D 
159, 42 S Ct 351. It was so treated 
without question in Federal Power 
Commission v. Natural Gas Pipeline 
Co. supra. The nature of this charge 
may be a circumstance to be considered 
in determining what is a fair rate of 
return in the particular circumstances; 
but it cannot be said that here it has 
resulted in an excessive rate. 


VII. Costs of Litigation 


[24] The city also challenges the 
inclusion in the operating expenses of 
$30,000 to cover the cost of the pro- 
ceedings, amortized over a period of 
approximately ten years. This was 
rested upon “tentative information 
available to the Board”; and the com- 
pany was directed to submit, “as soon 
as practicable . . . , an itemized 
statement of the actual expenditures” 
for the purpose. It is said that since 
the company sought an increase in 
rates averaging more than 26 per cent 
and was granted but 6 per cent, this 
allowance should not have been made, 
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and that, at all events, it should not 
have been made without proof of its 
reasonableness. 

The company did prevail in substan- 
tial part; and in the fixation of a rate 
to yield a fair return upon the value 
of the property, it was needful that the 
expense thus incurred be considered. 
And, in view of the wide experience 
of the Board in such matters, we are 


not disposed to disturb its findings in 
this respect. The Board was fully ad- 
vised as to the character of the service 
provided ; and it is not suggested that 
it is unreasonable as to amount. More- 
over, the difference, if any, would not 
affect the rate to such an extent as to 
warrant interference with the action 
of the Board. 
Judgment affirmed, with costs. 





RHODE ISLAND DEPARTMENT OF BUSINESS REGULATION 


Re Director of Public Works of The 
State of Rhode Island 


[Docket No. 420, Order No. 4822.] 


Crossings, § 32 — Establishment at grade — Navy requirements. 
An application for authority to establish a highway grade crossing, urged 
by the Federal government in order that the Navy Department be not re- 
stricted in preparation for moving men, equipment, and supplies rapidly, 
may be granted although highway crossings at grade should be permitted 


only in extremely urgent cases. 


[April 28, 1942.] 


ETITION for establishment of railroad grade crossing; 
Pp granted. 


KENNELLY, Administrator: Said 
petition was filed with the Adminis- 
trator on February 6, 1942, and was 
assigned for hearing at the office of 
the Administrator, room 102 State 
Office building, Providence, Rhode 
Island, February 18, 1942 at 10:30 
A.M., notice of the hearing having been 
published in the Newport Daily News 
and Newport Herald in their issues of 
February 12, 1942. 

The only appearance at the hearing 


> 


was Mr. William J. Long, Deputy Di- 
rector of Public Works, who in testi- 
mony stated that the United States 
Navy Department had requested the 
state, acting as construction agent for 
the Federal government, to lay out and 
build a highway in Newport to be 
known as the Admiral Kalbfus road, 
which would cross the tracks of the 
New York, New Haven and Hartford 
Railroad Company. 

A letter was received by the Ad- 
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ministrator previous to the hearing 
from the mayor of the city of Newport 
stating that he, the mayor, and the 
board of aldermen gave official sanc- 
tion to the establishment of the pro- 
posed crossing at grade. 

An informal conference was later 
held with officials of the New York, 
New Haven and Hartford Railroad 
Company, who offered no objection 
to the proposed crossing and later sub- 
mitted a plan for protection of the 
crossing, consisting of their standard 
flashing light signal with warning 
bell, which type of signal has been 
approved by this state and all of the 
states in which the New Haven Com- 
pany operates. 

The Navy Department officials 
have urged prompt affirmative action 
on the petition, stating that the ab- 
sence of an access highway for use of 
the Navy Department was seriously 
handicapping the government’s war 
preparation. 

There is no passenger service on 
the track of the New Haven Railroad 
which the proposed highway will cross, 
and very limited freight service. 


Highway crossings at grade, for ob- 
vious reasons, should be permitted 
only in extremely urgent cases. In 
this particular case the Federal gov- 
ernment is urging the granting of the 
application in order that the Navy De- 


partment in Newport be not restricted 
in their preparation for moving their 
men, equipment, and supplies rapidly. 

In view of all the circumstances, as 
outlined herein, the granting of the 
application appears to be in the public 
interest, and it is accordingly 

Ordered: ‘That the petition of the 
Rhode Island Department of Public 
Works, Division of Roads and 
Bridges, acting as construction agent 
of the Federal government, through 
its Public Roads Administration of 
the Federal Works Agency, for au- 
thority to establish a highway grade 
crossing where the “Admiral Kalbfus 
road crosses the Fall river—Newport 
Branch of the Old Colony Railroad, 
said branch leased to and operated by 
the New York, New Haven, and Hart- 
for Railroad Company, be and the 
same is hereby granted, and it is fur- 
ther 

Ordered: ‘That the authority here- 
in granted shall not become effective 
until there has been installed and in 
operation protecting signals of the 
flashing light and warning bell type, 
as shown in blue print submitted by 
the New York, New Haven and Hart- 
ford Railroad Company with letter of 
April 27, 1942, said blue print cap- 
tioned “THE N.Y.N.H.&H.R.R.CO. 
SIGNAL DEPARTMENT NEW 
HAVEN, CONN. AM-1498.” 
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PENNSYLVANIA PUB. UTIL. COM. v. BEAVER VALLEY WATER CO. 


PENNSYLVANIA PUBLIC UTILITY COMMISSION 


Pennsylvania Public Utility Commission 


Beaver Valley Water Company 


[Complaint Docket No. 11409.] 


Rates, § 1 — Termination of proceedings — Sale of utility property. 
A proceeding instituted by the Commission on its own motion to obtain a 
reduction in rates should be terminated after sale of all the physical prop- 
erty of the utility to a municipal authority. 


(BucHANAN and BEAMISH, Commissioners, dissent.) 


[May 4, 1942] 


a... on motion of Commission to investigate water 


rates; proceeding terminated. 


By the Commission: On June 21, 
1937, the Commission instituted the 
instant rate proceeding on its own mo- 
tion. A questionnaire was forwarded 
to Beaver Valley Water Company, re- 
spondent, and various items of infor- 
mation were furnished in response 
thereto. Hearings were held and, on 
March 15, 1938, a temporary rate or- 
der was issued directing certain reduc- 
tions in respondent’s rates and charg- 
es. This temporary order was af- 
firmed by a special 3-judge statu- 
tory Federal court for the western 
district of Pennsylvania at Beaver Val- 
ley Water Co. v. Driscoll (1939) 28 F 
Supp 722, 30 PUR(NS) 305. Re- 
spondent then attempted to appeal to 
the Pennsylvania superior court from 
the temporary rate order, but the appeal 
was quashed on June 24, 1940. Beaver 
Valley Water Co. v. Public Utility 


Commission (1940) 140 Pa Super Ct 
297, 35 PUR(NS) 119, 14 A(2d) 
205. 

On August 14, 1939, respondent 
water company filed a petition with the 
Commission asking for (a) a hear- 
ing with respect to the order of March 
15, 1938, and modification thereof; 
and (b) completion of the inquiry and 
investigation. On September 26, 
1939, the water company moved the 
Commission to rescind the order of 
March 15, 1938. On September 28, 
1939, after oral argument, the Com- 
mission issued an order denying the 
prayer for modification of the March 
15, 1938, order. Thereupon the wa- 
ter company instituted suit in the Dau- 
phin county court of common pleas 
on October 18, 1939 (No. 713 Com- 
monwealth Docket 1939, No. 1504 in 
equity) to enjoin the imposition of the 
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temporary rates prescribed in the 
March 15, 1938, order. On April 14, 
1941, a temporary injunction issued in 
this suit, restraining the Commission 
from enforcement of the temporary 
rate order. 

On or about August 31, 1940, all of 
the physical property of Beaver Val- 
ley Water Company used in rendering 
water service to the public was sold to 
Beaver Falls Municipal Authority. 

We have carefully reviewed the rec- 
ord in this case and, after full consid- 
eration of the matters and things in- 
volved, we are of opinion that the pub- 
lic interest does not require further 
prosecution of the case; therefore, 

Now, to wit, May 4, 1942, it is or- 
dered: That the instant proceeding be 
and is hereby terminated and that the 
_record be marked closed. 


Commissioners Buchanan and 
Beamish dissented ; Commissioner Bu- 
chanan files a dissenting opinion. 


BUCHANAN, Commissioner, dissent- 
ing: The difficulty with the rate cases 
against Freeland Water Company, 
Beaver Valley Water Company, and 
Chester Water Service Company is 


that the bureaus of accounts and ene 
gineering do not know upon what rate 
base to make their calculations. 

The determination of the rate base 
is a matter for the Commission and 
following the pronouncement of the 
Supreme Court of the United States 
in the Natural Gas Pipe Line Case 
[1942] 315 US —, 8% Led — @ 
PUR(NS) 129, 62 S Ct 736), if the 
Commission were to inform the two 
bureaus that they should make the de- 
terminations upon the original cost 
basis or prudent investment, there is 
no question but what a reduction in 
rates would be required on the basis 
of a 6 or 64 per cent return in all three 
cases doing full justice to the invest- 
ors of the three water companies and 
to the consumers alike. 

I reiterate that to find any other 
base is to prefer the investor over the 
consumer and such is the result of the 
instant action. 


Epitor’s Note.—The same action 
was taken in Public Utility Commission 
v. Chester Water Service Co. Complaint 
Docket No. 11622, May 4, 1942, and 
Public Utility Commission v. Freeland 
Water Co. Complaint Docket No. 
11663, May 4, 1942, 
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example, in the Kuhlman plant for one year, 
the copper saved in winding coils for B.I. 
type transformers, as compared with former 
conventional methods, is sufficient to pro- 
duce a total of three million .50 calibre 
shells. And in addition to copper the Kuhl- 
man B.I. core construction saves 500 tons 


of iron per year in the Kuhlman plant—- 


enough iron to produce fifteen medium size 


tanks. 

Yet saving copper and iron is only one of 

the many ways in which the Kuhlman Elec- 

tric Company is aiding America’s war ef- 

fort. Hundreds of Kuhlman Power, Distri- 

bution, Saf-T-Kuhl and C.S.P. Transformers 
are already on the job in 
America’s war plants. And 
hundreds of others are do- 
ing their share toward 
transforming power for the 


nation at war. 


Utilizing to the fullest extent the many 
advantages inherent in present day 
materials, the Kuhlman Bent Iron Core 
construction results in reduced excit- 
ing current, general improvement of 
operating characteristics and a light- 


er, easier-to-handle transformer. 





ENOUGH COPPER FOR 


3,000,000 SHELLS 


IS SAVED IN ONE YEAR IN THE 


CONSTRUCTION OF KUHLMAN 
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NEVER BEFORE SO MUCH PRACTICAL 
HELP FOR ELECTRICAL ENGINEERS 
IN A SINGLE VOLUME... 


is the great standard reference work of all in the 
cal engineering profession or whose work in in- 
or engineering touches on this field. Its 2303 
present a handy-reference compilation of prac- 
usable data from all fields of electrical engineer- 
actice, plus the most frequently required funda- 
| theory, units, and systems of measurement, made 
dable by the work of more than 100 engineers, 
sts, teachers, and other authorities. 


— HANDBOOK 
or 
ECTRICAL ENGINEERS 


P-epared by a Staff of 102 Specialists 


ARCHER E. KNOWLTON, Editor-in-Chief 
ociate Editor for Engineering, Electrical World 


dition, 2303 pp., 6x9, 1700 illus., 600 tables, $8.00 


greatly improved in size and make-up as well as 
+ matter—revised from end to end—with new 
ial, whole new sections added—more contributors 
Standard continues as the one _ indispensable 
nce tool of the electrical engineering profession. 


DESIGNED TO USERS' SPECIFICATIONS 


us to revision, a large number of users of past 
ns were consulted as to what they would like the 
dition to be. As a result of their suggestions, this 
dition contains such improvements as more em- 
on handy-reference compilation of usable facts, 
istorical material, and more data about equip- 
materials, and practices, more sources of in- 
standards, codes and specifications, and ex- 
panded index, as well 
as complete revision of 
EDITION subject matter to keep 
ised | abreast of current prac- 

. ect tice. 
pages ot 


" BOOK Rs 
gTANDAR FO! 
TRICAL 


N AL 
‘EERS ¢ pecTRiC 


26 BIG SECTIONS 


Units and Conversion Factors 
Electric and Magnetic Circuits 
|Measurements 
Properties of Materials 
Circuit Elements 
Transformers, Regulators and Reactors 
Alternating-current Generators and Motors 
Direct-current Generators and Motors 
Rectifiers and Converters 
Prime Movers 
Power Plant Economics 
Power System Electrical Equipment 
Power Transmission 
Power Distribution 
_ Design — Commercial and Industrial 


tHumination 

industrial Power Applications 
Electric ne and Welding 
Electricity in Transportation 
Electrochemistry and Electrometallurgy 
3atteries 

Wire Telephony and Telegraphy 
Electronics and Electron Tubes 
Radio and Carrier Communication 
Codes and Standard Practices 
Electrophysics 











WHAT THE NEW STANDARD GIVES YOU 

—definitions, conversion factors, physical and math- 
ematical principles 

—accepted formulas and experimental data 

—bases of design of electrical equipment for com- 
mercial performance 

—principles and practice of assembling such ap- 
paratus into systems 

—criteria and results in applying electricity in va- 
rious industries, etc. 

—the information you want in the form you can use 
it; the means of avoiding errors, saving time 
and trouble in procuring vital information, as- 
suring yourself of best results in handling a wide 
variety of problems. 





USE THIS CONVENIENT ORDER COUPON 


PUBLIC UTILITIES FORTNIGHTLY, Munsey Bldg., Washington, D. C. 
Please send me a copy of the new 7th edition of Standard Handbook for 
Electrical Engineers postpaid. | enclose $8.00 in [J check [] money order 


CO cash. 











Industrial Progress 


Selected information about manufacturers, new prod- 
ucts, and new methods. Also news on utility expansion 
programs, personnel changes, recent and coming events, 


Equipment Notes 


Celocrete Blocks Protect Plants 
Against Sabotage 

To take the place of costly, short-lived sand- 
bag barricades for sabotage protection around 
power transformers, substations and other 
vulnerable public utility and industrial equip- 
ment, The Celotex Corporation of Chicago 
has devised an economical wall of lightweight 
concrete blocks filled with sand. Several util- 
ity companies already have adopted this meth- 
od of protection. 

Blocks for the walls are made with Celo- 
crete lightweight aggregate, an expanded blast 
furnace slag. Tests have demonstrated that a 
wall of 12-inch hollow blocks filled with sand 
will stop high-powered .30 calibre military rifle 
and machine gun fire at distances as short as 10 
feet. 

The concrete block wall, according to re- 
ports, has several advantages over the tradi- 
tional sandbag barricade. The block wall costs 
from one-half to two-thirds less, and its life 
is many times longer. Further, lightweight 
aggregate concrete blocks are readily available 
in all parts of the country, while sandbag cloth 
is now on the critical material list because it is 
needed for more immediate wartime uses. 


“No-Freeze” Anti-Freeze 
Now Available Nationally 


“No-Freeze” is the trade mark name of a 
permanent type anti-freeze which, according 
to the manufacturers, contains no critical ma- 
terials and is therefore available in unlimited 
quantity. The manufacturer states that the 
product was sold in substantial quantities in 
the last winter and used by thousands of indi- 
vidual car owners, as well as leading commer- 
cial fleet operators, with complete success. 

The manufacturer guarantees “No-Freeze” 
against freezing down to 35° below zero; to 
prevent rust of any part of the cooling system ; 
to be harmless to engine, car finish or person; 
not to boil off or evaporate (boiling point 
324°) and never to require testing for anti- 
freeze strength. Also, that it contains no acid, 


calcium chloride, sodium chloride or other in- 
organic salts. 

The manufacturer’s guarantee is said to be 
covered by an insurance policy issued by the 
world’s largest insurance organization. 

Freedom afforded by “No-Freeze” from the 
usual worry concerning the anti-freeze 
strength of the solution is pointed out as be- 
ing of particular interest to car owners in 
these times of. limited publication of weather 
reports. Commercial operators are said to have 
reported savings of as much as $200 per sea- 
son in labor costs because of elimination of 
the usual twice-daily testing of solution in 
radiators. 

‘““No-Freeze” is manufactured by Great 
Northern Chemical Co., Inc., Oak Park, Ill, 


G-E Floodlight Offers 
Choice of Reflectors 

A new steel L-68 floodlight which offers a 
choice of three reflectors has been announced 
by the Lighting Division of the General Elec- 
tric Company. 

The three reflectors offered are (1) a 
chromium-plated reflector for narrow beam 
widths, (2) a painted steel reflector for wider 
beam widths, or (3) an internal silvered glass 
reflector that is 10 per cent to 35 per cent more 
efficient than metal-reflecting surfaces. This 
unusual reflector feature makes the unit ap- 
plicable for all types of floodlighting problems. 

To save vital materials, cast iron is used for 
the socket housing. An asbestos gasket between 
reflector and housing keeps the floodlight com- 
pletely dry. Door glass is available in plain or 
stippled convex heat-resisting glass, or the 
floodlight may be operated as an open-type 
unit. 

A resetting ring forms a repositioning stop 
in the right-hand trunnion for crossarm 
mounting. The ring is also applicable as a 
horizontal repositioning stop when oval base 
and pipe clamp fittings are used. Once the pro- 
jector is properly adjusted it can be returned 
to this position accurately after servicing. The 
floodlight accommodates the 750-, 1000-, or 
1500-watt general-service lamp. 








BLACKOUTS and other WAR MEASURES 
DEMAND PROTECTIVE LIGHTING 


WHEAT 


Rechargeable Spotlight 


KOEHLER MFG. CO. Marlboro, Mass. 


Weight 6 Ibs. 
1,000 Hours 
Battery Life 
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Action is the utilities’ answer to the other detailed branches of general account- 
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sarm accurate, automatic IBM machines. They use for external legal relations — into 
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= compute, audit and print service bills, pro- financial reports, operating reports, budget 
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the drudgery once associated with pay- by IBM machines for utility manage- 


toll, labor, material, transportation, and ments in today’s critical times. 


INTERNATIONAL*BUSINESS MACHINES CORPORATION 


Offices in Principal Cities 
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Equipment Notes (Cont'd) 
Simplified Wood-Moisture Determination 


A speedy and accurate determination of 
moisture content in wood is provided by the 
recently developed Megohm-Bridge with 
standard pin-type electrode (Model MB-L) 
according to the manufacturer, Industrial In- 
struments, Inc., Jersey City, N. J. This instru- 
ment is claimed to supply direct readings in 
moisture-content percentage terms for meet- 
ing various specifications, covering precise 
condition of lumber, as called for by the 
Army, Navy, public utilities, railroads, 
F. H. A., lumber mills and others. 

This simplified wood-moisture tester is a 
modified Wheatstone Bridge using a cathode- 
ray (magic eye) electronic tube as the null or 
balance indicator. The combination switch and 
control knob is rotated until the null indica- 
tor flashes, at which point moisture content is 
read directly on the dial. Since the bridge cir- 
cuit is self-compensating, there are no varia- 
bles to contend with or compensate for such 
as voltage fluctuations or varying tube charac- 
teristics. 


aa 


Catalogs and Bulletins 


Egry Business Systems 


The Egry Register Company, Dayton, Ohio, 
announces that literature is available covering 
12 modern Egry Business Systems, which, ac- 
cording to the manufacturer, have been de- 
vised to adequately meet the requirements of 
all types of business. 

Complete details are given on Egry con- 
tinuous forms for handwritten records to be 
used on all types of registers, also for typed 
records issued on Egry speed-feed used on 
standard typewriters, or on Egry automatic 
controller used with Elliott Fisher billing ma- 
chine, addressograph and accounting and 
tabulating machines. Forms which are avail- 
able in either offset or letterpress printing, are 
accurately printed, numbered, punched, per- 
forated, collated, and are furnished with or 
without interleaved carbons. 


Air Cooled Voltage Regulators 


An 8-page booklet which gives a quick non- 
technical summary of the outstanding high- 
lights of the Type SA air-cooled induction 
feeder regulator is announced by Westing- 
house Electric & Mfg. Co. 


Air cooling provides a new and better soly- 
tion to the problem of feeder voltage regula. 
tion. It eliminates the hazard and associated 
expense of liquid coolants. These and many 
other advantages are outlined in the new book. 
let, together with outstanding design features 
and a cutaway diagram showing the air cool- 
ing process. 

The last four pages of the booklet are de- 
voted to construction detail, and the various 
parts of the regulator are pictured and de- 
scribed. The new compact control panel sim- 
plifies' inspection and adjustment; and the im- 
proved relay guarantees constant voltage with- 
out the use of holding coil and resistors, 

A copy of booklet B-3080 may be secured 
from department 7-N-20, Westinghouse Elec- 
tric & Mfg. Co., East Pittsburgh, Pa. 


Automatic Gas Saturation Control 


The Bristol Company of Waterbury, Conn,, 
has published a data bulletin (No. 43) on its 
systems of automatic control for regulating 
gas saturation in natural gas distribution sys- 
tems. Sketches are included to show methods 
of use. 


G-E Industrial Circuit Control Switches 


A four-page bulletin illustrating and de- 
scribing improved G-E circuit control switches 
for industrial applications, has been announced 
by the accessory equipment section of General 
Electric Company’s appliance and merchandise 
department at Bridgeport, Conn. Switches 
shown in the bulletin are for use in signalling 
equipment, communication apparatus, instru- 
ment panel boards, utility lighting systems, 
specialized lighting equipment, aircraft circuit 
control systems, etc. 

The bulletin shows 26 toggle and push but- 
ton switches. Toggle switches include single 
pole, double pole, three way (single pole— 
double throw), double pole-double throw, two- 
line-two-circuit, and three point. 

Wiring diagrams of all switches, and speci- 
fications of assembly parts are given. Copies 
of the bulletin are available on request. 


A Guide to Wartime Care 
of Electric Motors 


Allis-Chalmers Manufacturing Company 
announces the publication of an entirely new 
kind of maintenance handbook—“A Guide to 
Wartime Care of Electric Motors.” 

According to the company, the times demand 
a fresh approach to problems of motor care. 
Increase in the average motor’s working time 
from 1800 to 8700 hours a year is cited. 

Other new factors noted are the importance 





70 MASTER-LIGHTS 
© Electric Portable Hand Lights. 
® Repair Car Spot and Searchlights. 
© Emergency (Battery) Floodlights. 
CARPENTER MFG. CO. 


179 Sidney St., Segre Mass. 
MASTER-LIGHT MAKERS 








DICKE TOOL CO., Inc. 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 
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War Research 


In war the advantage is on the side with the best weapons. The work 
of scientists in America’s research laboratories, developing new 
materials and new equipment, means a lot to our fighting men. 


1. It takes years to build up and 
equip a large, organized, and able 
staff for research. Fortunately, in- 
dustry did this long ago. 


Pal 


History repeats! In the last war 
‘‘wireless’’ was developed for mili- 
tary needs—to become, with peace, 
a giant broadcasting industry. 

General Electric believes that its first duty as a 
good citizen is to be a good soldier. 
General Electric Company, Schenectady, N. Y. arae 


2. Long before Pearl Harbor, 
laboratories like General Electric’s 
were serving their country—solving 
technical problems of war. 


4. So it will be this time. Research 
will help to win the war, and its 
many wartime discoveries will help 
to build a better future. 
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DAVEY TREE TRIMMING SERVICE 


JOHN DAVEY 
Founder of Tree Surgery 


That 1942 Tree Growth 


Over much of the country con- 
tinued rains have resulted in ab- 
normally heavy tree growth. 
Branches have grown back into the 
wires with amazing speed. They 
present an immediate problem. 
Better call Davey. 


Tree interference may aid the Axis 


DAVEY TREE EXPERT CO. KENT, OhIG 


DAVEY TREE SERVICE 
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Catalogs and Bulletins (Cont'd) 


of continuous motor operation to the war ef- 
fort, increasing difficulty of obtaining new 
motors, and the lack of previous experience 
with electric motors on the part of the thou- 
sands and thousands of new workers now be- 
ing pressed into service in war production 
plants. 

“A Guide to Wartime Care of Electric 
Motors” applies to all makes of standard gen- 
eral-purpose motors. It treats separately each 
factor opposing long and trouble-free motor 
life. Last section of the booklet is a “Quick 
Diagnosis of Motor Ailments,” broken down 
into symptoms you can see, can feel, can hear, 
Possible causes and cures appear beside each 
symptom. 

Allis-Chalmers announces it will mail “A 
Guide to Wartime Care of Electric Motors” 
free of charge to any executive, engineer, or 
maintenance man sending in for it on his com- 
pany letterhead. Address  Allis-Chalmers 
Manufacturing Company, Advertising Depart- 
ment, Milwaukee, Wisconsin. 


¥ 


Manufacturers’ Notes 
G-E Meter Division Changes 


_ Two appointments in the meter division of 
General Electric’s Central Station department 
were announced recently by H. V. Erben, man- 
ager of the department. William F. Howe has 
been appointed manager of the meter division, 
succeeding Frank G. Vaughan, who retired 
July Ist. Richard Cutts, Jr., has been named 
assistant to Mr. Howe. 

Both Mr. Howe and Mr. Cutts will have 
their offices at the G-E West Lynn (Mass.) 

Works. 


Elastic Stop Nut Reduces Prices 


In accordance with its policy of reducing 
prices when possible to do so without lowering 
the quality of its products, the Elastic Stop 
Nut Corporation announces reductions in 
prices of 415 items of anchor, gang-channel, 
and instrument-mounting types of Elastic Stop 
Nuts. 

The new reduced prices, which became ef- 
fective July 1, 1942, apply to the unshipped 
portion of all open orders, as well as all new 
orders received on and after July 1, for the 
products listed in its new price folder. 

New price list may be secured from the 
manufacturer at Union, New Jersey. 


A-C Appointment 


S. H. Mortensen, engineer-in-charge of A-C 
design for 10 years, has been appointed chiet 
electrical engineer of the Allis-Chalmers Mfg. 
Co. plants at West Allis, Cincinnati, Boston 
and Pittsburgh. ; 

Mr. Mortensen has been responsible for pio- 
neer work in the development of self-starting 
synchronous motors, synchronous condensers 
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Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 


i 
L-M Elbows, with compression units 
giving a dependable grip on both con- 
ductors. Also Straight Connectors and 
Tees with same con- 
tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 


self locking. 


Vi-Tite Terminals for quick 
installation and easy taping. 
Also sleeve type terminals, 
screw type, shrink fit, etc. etc. 


Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


CORDUCTOR FITTINGS 
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Manufacturers’ Notes (Cont'd) 

and turbo-generators. In addition to contrib. 
uting numerous articles and papers on electri. 
cal operation and design he has been the author 
of a textbook on Motor and Generator Design 
and more recently, a co-author of the Stand. 
ard Handbook for Electrical Engineers, 


Locke Insulator Appointment 


J. M. Gilfillan, for the past two years works 
manager of the Locke Insulator Corporation 
Baltimore, Md., has been elected vice president 
in charge of manufacturing. 

Mr. Gilfillan became associated with the 
Trumbull Electric Manufacturing Company 
in 1920, as manager of the pottery division at 
Trenton, N. J. In 1939 he became manufactur. 
ing assistant to R. G. Bellezza, president of the 
Locke Insulator Corporation. 


R. M. Kalb Appointed Chief Engineer 
of Kellogg Switchboard & Supply Co. 

The Kellogg Switchboard and Supply Com- 
pany, one of the nation’s largest manufacturers 
of telephone and other communication equip- 
ment, announces the appointment of Robert 
M. Kalb as chief engineer of the company. 

Mr. Kalb, a telephone research engineer of 
long experience was proviously assistant chief 
engineer of the Kellogg company. He is well- 
known for his research engineering work on 
transmission and circuit problems, and for 13 
years was associated with the Bell Telephone 
Laboratories. A number of patents have been 
issued to him for improvements on various 
telephone apparatus. He is also the author of 
articles on magnetics. 

B. A. Wallace, associated with the Kellogg 
Laboratory and Engineering Department for 
many years, has been promoted to the position 
of assistant chief engineer. He will be chiefly 
concerned with product engineering. 


Dan C. Hungerford Resigns 

Dan C. Hungerford has resigned as vice 
president and director of the Elastic Stop Nut 
Corp., Union, New Jersey. He joined the 
corporation in 1936. 

Before his association with the Elastic Stop 
Nut Corp., Mr. Hungerford was with the J. 
Edward Ogden Co., of New York, and 
previous to that, was president and general 
manager of the Standard Manufacturing Co., 
of Corning, New York. 


Personnel Changes in G-E Radio, 
Television and Electronics Dept. 


R. J. Bahr has been named purchasing agent 
for the General Electric Radio, Television, and 
Electronics Department and will have his 
headquarters at Schenectady, according to a 
recent announcement by Dr. W. R. G. Baker, 
vice president. In his new capacity, Mr. Bahr 
will supervise the purchasing activities of all 
divisions of the department. He was formerly 
buyer for the Receiver Division of the depart- 
ment, at Bridgeport. 

V. H. Fraenckel will have charge of the co- 
érdination of commercial engineering of all 
product -lines of the Radio, Television and 
Electronics Department. 
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Many valuable facts are being offered 
these days on the vitamin content of foods. 
But have you noticed how little the public 
is told about how to cook these foods so 
that these vitamins may be preserved? 

Robertshaw has seized this golden opportunity to perform a 
much-needed public service—and also promote a market for better 
cooking equipment when peace is here again. 


Through its Educational Program, Robertshaw is teaching the 
gospel of “Measured Heat” and the part heat plays in proper cook- 
ing. The Robertshaw “Measured Heat” Program is used by Home 
Economics teachers in grade and high schools. It is also widely 
used by County Home Demonstration Agents, Home Economics 
supervisors, and at Universities where home economics teachers 
study. These are the people in whose hands the future of cooking 
lies. 


(@) ROBERTSHAW tours 


YOUNGWOOD, PA. 





THE ROBERTSHAW 


MEASURED HEAT PROGRAM 


ce 
explains the a Te eae 
of optimum tempe! ing— 
in baking and roast 
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=PRINCIPLES ofS 
= PUBLIC UTILITYS 
REGULATION 


by 
A. C. WEBBER 


Former Chairman and Commissioner 
Massachusetts Public Utilities Commission 


























It is a’ rare privilege to find, in readable form, the 
frank confessions of a commissioner whose aim has 
been so to coordinate the public administration of the 
regulatory law with the private conduct of the utility 
business as to encourage confidence and good will in 
the domain of both the investor and consumer. 


Broadly viewed, this volume blazes new trails. It 
goes far in justifying the hopes of the pioneers of 
regulation that the experience of years, tested in the 
laboratories of the 48 states, might evolve a workable 
regulatory regime. It encourages the thought that the 
initiative, the inventive genius, and the capacity of our 
people working in harmony are the motivating forces 
of national progress. It sounds a note of political 
philosophy not uncommon in the field of administration, 

631 PAGES but rarely found in print. 
BLUE CLOTH BINDING 

“Principles of Public Utility Regulation” should be 

read, not only by commissioners and members of ad- 

¢ 50 ministrative agencies, but by students of government 
6: and economics, legislators, investors, bankers, utility 
men, engineers, accountants, attorneys and all others 

having an interest in the various concepts of public 


Order Today From service. 


Munsey Building © Washington, D. C. 
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Whether by slide rule theory 
or actual field service 


GNORDSTROM VALVES set the pace! 


MERCO NORDSTROM VALVE CO. 
A Subsidiary of Pittsburgh Equitable Meter Co. 


pe Office: Pittsburgh, Pa. Branches: Boston, Buffalo, Brooklyn, Chicago, Columbia, S. C.; Des Moines, Houston, Kansas 
ity, Los Angeles, Memphis, New York City, Philadelphia, San Francisco, Seattle, Tulsa. 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 














THE AMERIGAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
PHILADELPHIA 


PACKARD BUILDING 








oes FOLD, Bacon « Davis, anc: mare case 


CONSTRUCTION APPRAISALS 


Engineers INTANGIBLES 
VALUATIONS AND REPORTS 
NEW YORK PHILADELPHIA WASHINGTON CLEVELAND OHIOAGO 


OPERATING COSTS 








J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 

Public Utility Affairs including Integration 











SANDERSON & PORTER 
ENGINEERS AND CONTRACTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 
With Management Problems, Financing, Reorganization. 


Chicago New York San Francisce 





Mention the FortNIGHTLY—It identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 





Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 











STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 


REPORTS * CONSULTING ENGINEERING ° APPRAISALS 
NEW YORK e CHICAGO « HOUSTON e PITTSBURGH 
LOS ANGELES 


BOSTON e 
SAN FRANCISCO e 











THE J. G. WHITE ENGINEERING CORPORATION 


ENGINEERS AND CONSTRUCTORS 
Steam Power, Hydroelectric and Industrial Plants 
Examinations, Reports and Appraisals 
NEW YORK NEW ORLEANS 








E. J. CHENEY AND CO. 


Reports 


BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
Investigations, Valuations, Cost Studies, Rates 


MANAGEMENT — APPRAISALS — RATES 
Regulatory Problems and Proceedings 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 61 BROADWAY NEW YORK 


E ic and Busi 

















BLACK & VEATCH ROBERT E. FOLEY 
Erecting Engineer 


investigations end re- 
Telephone Lines—Rural Lines—Fire Alarms— 
Transmission Lines 


Binghamton, N. Y. 


CONSULTING ENGINEERS 
Appraisals, 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 48 Griswold St. 








EARL L. CARTER Francis S. HABERLY 


Consulting Engineer ENGINEER 
RE 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY” Appraisals—Original Cost Accounting— 
Rates—Depreciation—Trends 


Public Utility Valuations, Reports and 
Original Cost Studies. 
122 SoutH Micuican AvenvE, CH1caco 


910 Electric Building Indianapolis, Ind. 
(Professional Directory Concluded on Next Page) 
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JACKSON & MORELAND SLOAN & COOK 
ENGINEERS CONSULTING ENGINEERS ‘ 
PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 120 SOUTH LA SALLE STREET 
DESIGN AND SUPERVISION VALUATIONS CHICAGO Y 
ECONOMIC AND OPERATING REPORTS a 
Appraisals—Original Cost Studies 
BOSTON NEW YORK Depreciation, Financial, and Other Investigations 
— 
JENSEN, BOWEN & FARRELL J.W.WOPAT |f . 
Engineers Consulting Engineer 
Ann Arbor, Michigan Construction Supervision 
Appraisals - Investigations - Reporte Rate "evateaieas: cr 
. 77 —— ge " , 
rate inquiries, epreciation, it . 
reclassification, origiaal cost, cosurity levees 1510 Lincoln Bank Tower Fort Wayne, Indiana 




















Faith Nn tHE Future ~— \ EF 


OF MODERN METERING 


th 

Prcith in the / ge 

operation of the electric utility le 

watthour meter manufacturers, | a ” 

sign and development of the - 

meter well ahead of meterirz ™ . 

Thanks to this faith and coope 20 

meters built today are fully co " 

load conditions for some time ie ho 
normal times are once more 

are sure to be, watthour mete: * 

their important part in system re 
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SANGAMO ELECTRIC COMPANY ti 
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SPEED UP-S\OW 


Wei BRIDGE the gap between 
tire supply and demand by 1944—— 


If government gives industry the 
green light for the production of syn- 
thetic rubber; 


And if motorists stretch the life of their 
tires by 20,000 miles, which they can do if 
they will. 


The dramatic story of synthetic rubber 
goes back to 1929 when American industry 
obtained from Germany a process which 
led to three different kinds of synthetic 
rubber. 


On one of these—Butyl—motorists must 
pin much of their hopes today. Originally a 
Butyl tire was good for only 17 miles. But in 
1940 American laboratories were getting 
200 miles out of them. They were learning. 
Today this synthetic rubber will last 10,000 
miles at speeds of 35 miles and less per 
hour. 


There is progress, too, in other synthetics 
—in Neoprene, Ameripol, Buna S—to men- 
tion a few—production of which will be 
required for military purposes. 


In cutting through the confusion that has 
surrounded the rubber situation Nation’s 
Business uncovered significant facts about 
tires and war production. In.a 10,000 word 
article in the May issue the conclusion is 
reached that we must speed up rubber pro- 
duction, and slow down tire consumption. 


fi; 


There are 34,000,000 cars and trucks in 
this country. 16,000,000 of these may be 
forced off the road for lack of rubber unless 
every motorist does his part in conserving 
tires and prolonging mileage. 


48,000 towns and cities are dependent 
solely on motor cars for passenger and 
freight transportation. 


The retirement of millions of automobiles 
would impose in the next two years an un- 
bearable burden on buses and street rail- 
ways; and tie up an investment by the public 
of billions of dollars in cars, trucks and 
buses. 


Such are the effects which would flow 
from a quick upset in our automotive way of 
life. But the upset can be minimized—the 
bad effects largely avoided—if we'll see the 
job as a two-way race to a goal—rubber— 
in 1944, 


It’s a Speed-Up—Slow-Down race. A 
speed-up in production by industry, and a 
slow-down in consumption by the motorist 
until a balance between these two factors is 
established. And we can do that by 1944. 


* 
This message is published by 


NATION’S BUSHTESS” 


MAGAZINE 


It is the 63d of a series contributed toward a better 
understanding of the American system of business 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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*Addressograph-Multigraph Corp. 
*Aluminum Co. of America 
American Appraisal C 








y, The 
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*Babcock & Wilcox Co. 
Barber Gas Burner Company, The 
Barker & Wheeler, Engineers 

Black & Veatch, Consulting Engineers 
*Brown, L. L., Paper Co. 
Burroughs Adding Machine Co. ..................-..-:-00-0--+ 13 








Cc 


Carpenter Manufacturing Company 
Carter, Earl L., Consulting Engineer .... 
Cheney, E. J. and Co. 
*Cities Service Petroleum Products 

Cleveland Trencher Co., The ....Outside Back Cover 
*Combustion Engineering Company, Inc. ............ 
Connelly Iron Sponge & Governor Co. ......... Poe | 
Crescent Insulated Wire & Cable Co., Ine. .......... 27 
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Davey Tree Expert Company 
Day & Zimmermann, Inc., Engineers 
Dicke Tool Company, Inc. 
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Egry Register Company, The 
Ehret Magnesia Mfg. Co. 
Electric Storage Battery Company, The 
Elliott Company 

*Ethyl Gasoline Corporation 
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Foley, Robert E., Erecting Engineer 
Ford, Bacon & Davis, Inc., Engineers 


G 


General Electric C y 


Grinnell Company, Inc. 
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Haberly, Francis 8., Engineer 
Hoosier Engineering C y 





I 


Internation usiness Machines Corp. 
BZ Ipster Company, Inc. 
I-T-E Circu acer Co. Inside Front Cover 
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*Fortnightly advertisers not in this issue. 
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Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers 
Johns-Manville Corporation 


K 


Kerite Insulated Wire & Cable Co., Inc., The... 
Kinnear Manufacturing Company, The 
Koehler Manufacturing Company 

Kuhlman Electric Company. Insert at page 3 
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Manning, J. H. & Company, Engineers ......... : 
*Marmon-Herrington Co., Inc. ... 

Merco Nordstrom Valve Company .... 

Mercoid Corporation, The 
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Nation’s Business 
Neptune Meter Company 
Newport News Shipbuilding & Dry Dock Co.... 
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Parsons Paper Company 
Pennsylvania Transformer Company 
Penn-Union Electric Corporation ee 
Pittsburgh Equitable Meter Company ................ . 4 
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Railway & Industrial Engineering Company ... 
Recording & Statistical Corp......Inside Back Cov 
Remington Rand, Inc. 
Ridge Tool Company, The 
Riley Stoker Corporation 
Robertshaw Thermostat Company .................-. 
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Sanderson & Porter, Engineers 

Sangamo Electric Company .. 

Sargent & Lundy, Engineers 

Sloan & Cook, Consulting Engineers .... 
Sprague Meter Company, The 

Stone & Webster Engineering Corporation pag 
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*Timken-Detroit Axle Co., The 
*Todd Combustion Equipment, Inc. ... 


Vv 


Vulcan Soot Blower Corp. 
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White, J. G., Engineering Corporation, The. 4 


Wopat, J. W., Consulting Engineer 
44-46 
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SAVE 50% 
TIME AND MONEY WITH 











THE ONE-STEP METHOD 





OF BILL ANALYSIS 











HAT effect is the national defense program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
s important question. In addition to a knowledge of the existing situation, 
tain trends may be disclosed, a knowledge of which may be of considerable 
portance to you under circumstances where the picture is rapidly changing. 


e¢ One Step Method of Bill Analysis is ideally suited to meet the needs 
this problem. It does away with the necessity for temporarily acquiring, 
ining and supervising a large clerical force. Our experienced staff plus our 
ccially designed Bill Frequency Analyzer machines can turn out the job in 
ew days and at the cost of only a small fraction of a cent per item. 

e will be glad to tell you more in detail about this accurate, rapid and 
bnomical method for obtaining a picture of your customer usage situation. 
rite for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 


Utilities Division 
102 Maiden Lane, New York, N. Y. 
Chicago Detrolt Montreal Toronto 
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—wit “CLEVELAN DS’ 


Their modern, job proven design puts more 
dirt off the conveyor. Their super-quality 


construction makes them keep doing that. 


From every angle—power, speed, durability 
—ease of handling and portability — 
“CLEVELANDS” have proven themselves, on 


the job, performers of a superior type. 


PRODUCTS:—Ditchers, Wheel and Ladder Type 
(in several models)—Side Boom Backfillers and Pipe 
Cranes—etc. 


N 


20100 ST. CLAIR AVE Pioneor of the Small CLEVELAND, OHIO 


Yow THE CLEVELAND TRENCHER COMPANY wv 
C 


LEVELANDS’ Save More...Because they Do More 
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